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CONTRACTING  OUT  OF  SERVICES  BY 
FEDERAL  AGENCIES 


WEDNESDAY,  OCTOBER  5,  1994 

House  of  Representatives, 
Subcommittee  on  Civil  Service, 
Committee  on  Post  Office  and  Civil  Service, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:10  a.m.,  in  room 
311,  Cannon  House  Office  Building,  Hon.  Frank  McCloskey  (chair- 
man of  the  subcommittee)  presiding. 

Members  present:  Representatives  McCloskey  and  Morella. 

Members  also  present:  Representatives  Norton,  Oilman,  and 
Boehlert. 

Mr.  McCloskey.  Good  morning.  The  hearing  will  proceed. 

Reports  continue  that  arbitrary  and  perhaps  ill-conceived  con- 
tracting out  may  be  rampant  in  the  Federal  Government.  Today, 
the  Civil  Service  Subcommittee  is  holding  a  hearing  on  what  are 
current  policies  and  developments  pertaining  to  contracting  out 
Federal  jobs. 

First,  I  must  admit  that  I  am  somewhat  skeptical,  generally 
speaking,  of  contracting  out.  I  believe  that  the  objective  statistical 
record  shows  that  the  vast  majority  of  current  Federal  jobs  cannot 
be  done  or  at  least  usually  are  not  done  more  efficiently  or  cheaper 
by  the  private  sector. 

In  March,  the  GAO  released  a  report  that  revealed  nine  studies 
which  did  have  some  mythological  limitations.  Nevertheless,  the 
studies  all  found  that  doing  work  in-house,  rather  than  contracting 
it  out,  would  result  in  savings. 

Contracting  out  of  Federal  Government  jobs  is  governed  by  the 
Office  of  Management  and  Budget  Circular  A-76.  A-76  provides 
that  a  cost  analysis  must  be  done  before  work  currently  done  with- 
in the  Federal  Government  is  contracted  out  to  the  private  sector, 
and  there  must  be  savings  in  contracting  out.  In  a  nutshell,  the 
Government  should  not  contract  out  what  can  be  done  cheaper  and 
better  in-house. 

During  the  ensuing  months,  my  staff  has  been  receiving  briefings 
from  the  0MB  that  the  administration  was  examining  Circular  A- 
76  and  that  there  could  be  revisions.  However,  since  the  last  con- 
tact in  early  summer,  there  have  been  no  further  indications  of  a 
comprehensive  revamp  of  Federal  contracting-out  procedures. 

The  purpose  of  this  hearing  is  to  determine  whether  substantive 
changes  to  Federal  contracting-out  policies  are  being  considered 
and  needed.  We  have  1994  legislation,  the  Federal  Workforce  Re- 
structuring Act,  which  statutorily  mandates  reduction  of  272,000 
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Federal  workers  but  the  guidance  to  agencies  on  contracting  out 
has  not  changed. 

I  am  greatly  concerned  that  ceilings  on  employment  and  a  lack 
of  attention  in  oversight  may  result  in  massive  contracting  of  func- 
tions that  are  less  costly  when  performed  by  Government  employ- 
ees. There  is  already  evidence  that  a  growing  attempt  of  contract- 
ing out  existing  Federal  jobs  is  spreading  pellmell. 

For  example,  in  August,  a  DOD  activity  in  my  district.  Crane 
Army  Ammunition  Activity,  received  notice  that  the  Department  of 
Army  was  considering  contracting  out  its  functions  despite  current 
statutory  provisions  against  doing  such  at  the  Crane  site. 

When  I  contacted  the  Army  to  inquire  further  into  this  proposal 
and  to  indicate  my  opposition  and  strong  concern,  the  Army — at 
least  as  to  what  they  told  me  at  the  time,  and  I  am  waiting  for  fur- 
ther confirmation — but  the  Army  did  say  they  were  withdrawing 
their  proposal. 

What  I  find  very  interesting  is  that  just  last  week  my  office  dis- 
covered that  the  Pentagon  officials  in  charge  of  contracting  out  an 
A-76  compliance  were  never  informed  of  this  proposal.  I  am  very 
curious  as  to  why  the  Army  was — and  I  hope  that  it  wasn't — seri- 
ously considering  contracting  out  a  function  which  they  are  forbid- 
den by  law  from  doing. 

It  appears  that  this  was  not  part  of  an  overall  Pentagon  strategy. 
It  was  driven  by  FTE  cuts.  The  indication  is  that  the  Army  was 
not  following  guidelines  and  was  moving  directly  to  contract.  Is  this 
part  of  an  overall  approach  to  contract  regardless  of  what  the  Fed- 
eral Workforce  Restructuring  Act  and  the  0MB  Circular  A-76 
would  require? 

Just  last  week  I  received  a  communication  from  the  Air  Force 
that  the  Air  Force  is  seeking  to  undertake  an  A-76  comparison 
concerning  contracting  out  some  1,369  positions  at  Altus  Air  Force 
Base.  Is  there  any  unified  Department  of  Defense  contracting-out 
policy? 

In  yet  another  example  from  my  district  the  Federal  Aviation  Ad- 
ministration has  announced  that  it  likely  will  close  the  tower  at  the 
Monroe  County  Airport  or  the  FAA  may  allow  it  to  be  contractor 
operated. 

Again,  all  sorts  of  questions  are  raised.  Was  there  any  analysis 
as  to  safety  and  cost  efficiency  done?  Or  is  the  decision  to  close  the 
tower  and  then  allow  the  contractors  to  assume  its  function  a  back- 
door contracting  out? 

I  suppose  the  real  question  behind  this  hearing  is  what  is  going 
on,  who  is  minding  the  store.  I  sincerely  hope  our  distinguished 
witnesses  can  give  us  some  help  on  this  today.  We  will  proceed 
shortly. 

Before  that,  Ms.  Norton. 

Ms.  Norton.  Thank  you  very  much.  Chairman  McCloskey. 

Chairman  McCloskey  deserves  the  thanks  of  every  taxpayer  for 
his  initiative  in  holding  this  hearing  to  examine  service  contracting 
by  Federal  agencies.  Indeed,  the  GAO  has  issued  a  very  critical  re- 
port on  this  matter,  finding  that  in  some  instances  agencies  con- 
tract out  work  that  could  be  done  more  cheaply  in-house. 

In  a  January  1994  report  on  agencies'  service  contracting  prac- 
tices, the  Office  of  Management  and  Budget  described  service  con- 


tracting  as  the  fastest  growing  area  of  Federal  procurement. 
Spending  on  service  contracts  soared  to  $105  billion  of  a  total  $200 
billion  spent  on  procurement  in  fiscal  year  1992. 

Astonishingly,  however,  service  contracts  alone  appear  to  have 
been  spared  cuts  throughout  the  difficult  process  of  deficit  reduc- 
tion. The  0MB  report  found  that  "contracting  practices  and  capa- 
bilities are  uneven  across  the  executive  branch"  and  that  "signifi- 
cant improvements  are  needed  to  ensure  that  the  government  is 
getting  its  money's  worth  from  service  contractors."  And  those  were 
quotes  from  the  0MB. 

However,  we  have  heard  almost  nothing  from  the  OMB  on  this 
issue  since  its  January  indictment  of  its  service  contracting  proc- 
ess, despite  convincing  evidence,  including  testimony  received  at 
hearings  of  my  own  Subcommittee  on  Compensation  and  Employee 
Benefits,  that  service  contracting  is  out  of  control. 

In  the  absence  of  executive  initiatives,  I  have  introduced  three 
bills— H.R.  4486,  H.R.  4487,  and  H.R.  4488— to  reform  some  of  the 
ways  the  Federal  Government  contracts  with  private  sector  firms 
for  services.  These  bills  respectively  will  achieve  greater  account- 
ability for  cost,  will  provide  essential  information  about  the  size  of 
the  contract  service  or  shadow  government,  and  ensure  that  there 
is  no  substitution  of  bought-out  career  employees  with  contract  em- 
ployees. 

Each  of  these  bills  has  been  referred  to  the  Committee  on  Gov- 
ernment Operations,  and  Chairman  John  Conyers  has  agreed  to 
hold  a  hearing  on  them  early  next  year. 

One  of  them,  H.R.  4488,  was  referred  to  the  Post  Office  and  Civil 
Service  Committee,  and  my  subcommittee  held  a  hearing  on  it  last 
month.  H.R.  4488  amends  section  5(g)  of  the  Federal  Workforce  Re- 
structuring Act  of  1994  to  prohibit  agencies  from  contracting  out 
the  work  of  bought-out  employees  and  thus  countermanding  the 
downsizing  now  under  way. 

Testimony  we  received  from  employee  organizations,  and  OMB 
raised  concern  about  agency  compliance  with  section  5(g)  of  the 
Federal  Workforce  Restructuring  Act. 

I  recognize  that  time  has  run  out  in  this  Congress  to  secure  pas- 
sage of  these  important  bills.  However,  today's  hearing  will  afford 
us  a  head  start  as  we  take  up  contracting-out  issues  early  in  the 
next  term.  For  this  reason,  I  am  particularly  grateful  to  Chairman 
McCloskey  for  his  willingness  to  hold  this  hearing  at  this  time. 

I  look  forward  to  the  testimony  of  today's  witnesses  and  cordially 
welcome  them. 

Mr.  McCloskey.  Thank  you  very  much,  Ms.  Norton. 
Our  first  panel  is  Mr.  John  Koskinen,  Deputy  Director  for  Man- 
agement of  the  OMB;  Russell  Milnes,  Director  for  Installations  for 
the  Assistant  Secretary  of  Defense,  Economic  Security,  at  DOD; 
and  our  good  friend  and  outstanding  governmental  executive,  L. 
Nye  Stevens,  Director  of  Planning  and  Reporting,  General  Govern- 
ment Division  of  the  esteemed  GAO. 


STATEMENTS  OF  JOHN  KOSKINEN,  DEPUTY  DIRECTOR  FOR 
MANAGEMENT,  OFFICE  OF  MANAGEMENT  AND  BUDGET; 
RUSSELL  E.  MILNES,  DIRECTOR  FOR  INSTALLATIONS  FOR 
THE  ASSISTANT  SECRETARY  OF  DEFENSE  (ECONOMIC  SECU- 
RITY), DEPARTMENT  OF  DEFENSE;  AND  L.  NYE  STEVENS,  DI- 
RECTOR OF  PLANNING  AND  REPORTING,  GENERAL  GOV- 
ERP4MENT  DIVISION,  GENERAL  ACCOUNTING  OFFICE 

Mr.  McCloskey.  Gentlemen,  we  welcome  you.  We  appreciate 
your  input  on  this  important  topic.  Your  formal  statements  will  be 
accepted  for  the  record,  and  if  you  could  highlight  and  summarize 
over  several  more  minutes  each,  we  would  really  appreciate  it. 

So  Mr.  Koskinen,  since  you  are  in  the  middle,  do  you  want  to 
start  out  in  the  middle? 

Mr.  Koskinen.  I  can  see  that  was  a  mistake. 

Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate 
having  the  opportunity  to  discuss  with  you  the  administration's 
views  on  streamlining  and  its  impact  on  Federal  personnel  and  op- 
erations. My  formal  testimony  and  my  statement  today  will  de- 
scribe the  requirements  of  the  Federal  Workforce  Restructuring  Act 
of  1994  and  the  Office  of  Management  and  Budget's  Circular  A-76, 
Performance  of  Commercial  Activities. 

In  its  report  of  September  7,  1993,  the  Vice  President's  National 
Performance  Review  recommended  that  agencies  restructure  the 
way  they  provide  services  in  order  to  improve  their  performance 
and  reduce  costs. 

Just  4  days  later,  the  President  directed  all  departments  and 
agencies  to  develop  streamlining  plans  to  address  the  issues  that 
the  NPR  raised.  He  further  directed  that  these  plans  restructure 
the  way  departments  and  agencies  perform  their  work,  eliminate 
unnecessary  layers  of  supervision,  reduce  headquarters  staffs,  and 
empower  employees  to  take  more  responsibility  for  their  actions. 

The  administration  would  reduce  full-time  equivalent  positions 
by  consolidating  or  eliminating  field  offices,  reducing  management 
layers,  and  eliminating  the  unnecessary  controls  and 
micromanagement  so  commonly  associated  with  personnel,  budget, 
and  procurement  functions. 

The  targeted  use  of  voluntary  separation  incentive  payments, 
that  is  buyouts,  has  given  agencies  a  jumpstart  on  this  long-term 
streamlining  effort.  The  Federal  Workforce  Restructuring  Act,  how- 
ever, requires  that  the  administration  match  each  vacancy  created 
by  a  nondefense  buyout  with  a  reduction  in  total  executive  branch 
nondefense  employment.  The  one-for-one  backfill  provision  restricts 
an  agency's  ability  to  reengineer  its  work  force  by  reducing  staff  in 
targeted  areas  and  replacing  them  with  staff  needed  in  other  im- 
portant areas  to  the  agency.  This  provision,  which  is  not  included 
in  the  DOD  buyout  statute,  has  forced  0MB  to  carefully  allocate 
buyouts  to  ensure  that  they  do  not  exceed  the  reduction  in 
nondefense  employment. 

Nevertheless,  we  believe  agencies  are  using  their  buyout  authori- 
ties to  implement  the  NPR  as  outlined  in  their  streamlining  plans, 
to  facilitate  their  restructuring  and  to  achieve  both  greater  effi- 
ciencies as  well  as  the  FTE  reduction  goals.  We  do  not  expect  agen- 
cy streamlining  to  generate  a  significant  conversion  of  work  either 


from  in-house  to  contract  performance  or  from  contract  to  in-house 
performance. 

Section  5(g)  of  the  Federal  Workforce  Restructuring  Act  requires 
the  President  to  take  appropriate  action  to  ensure  that  agencies  do 
not  convert  the  work  of  employees  included  in  the  272,900  FTE  re- 
duction target  or  of  employees  who  accept  buyouts  to  contract  per- 
formance, unless  a  cost  comparison  demonstrates  a  financial  ad- 
vantage to  the  Government. 

In  cases  where  contracting  out  may  be  appropriate,  Acting  0MB 
Director  Alice  Rivlin  has  advised  agencies  to  comply  with  section 
5(g)  of  the  act  through  the  conduct  of  OMB  Circular  A-76  compari- 
sons, where  applicable.  In  those  cases  where  A-76  does  not  apply, 
agencies  may  develop  alternative  cost  comparison  approaches  that 
respond  to  the  requirements  of  section  5(g)  or  may  use  Circular  A- 
76  procedures. 

OMB  has  specifically  requested  that  agencies  maintain  informa- 
tion on  the  status  of  their  5(g)  contracting  efforts,  including  infor- 
mation on  the  number  of  contracts  awarded,  FTE  impacts,  and  re- 
lated dollar  savings.  We  believe  that  this  guidance  appropriately 
addresses  the  concern  that  agencies  might  otherwise  be  inclined  to 
contract  out  activities  to  meet  personnel  ceilings,  without  a  cost 
comparison  to  demonstrate  a  net  benefit  to  the  Government. 

Agencies  that  have  pursued  A-76  competitions,  to  both  contract 
out  and  to  contract  in,  report  that  it  has  been  an  effective  mecha- 
nism for  achieving  savings  without  reducing  the  provision  of  need- 
ed services.  It  has  also  been  effective  in  ensuring  that  the  method 
of  determining  a  financial  advantage  to  the  Government  is  fair, 
open  to  all  parties  and  based  upon  a  level  playing  field.  Savings  are 
achieved  through  efficiencies  identified  as  part  of  the  competition 
process  and  through  the  implementation  of  improved  contracting 
techniques.  Circular  A-76  cost  comparison  and  appeals  procedures 
have  ensured  that  all  parties  to  the  competitions  have  equal  access 
to  the  information  and  input  to  the  decision  process. 

We  seek  to  restore  the  public's  faith  in  Government  by  managing 
our  resources  more  effectively  and  by  giving  citizens  and  taxpayers 
more  value  for  their  dollar.  This  requires  that  we  look  at  how  work 
is  performed  and  give  agencies  the  flexibility  to  manage  their  in- 
creasingly limited  resources.  At  the  same  time,  we  recognize  our 
obligation  to  current  employees  and  to  the  taxpayer  to  minimize 
any  adverse  affect  these  changes  would  have  on  them. 

We  look  forward  to  working  with  you  as  we  move  forward  to 
achieve  these  ends.  Mr.  Chairman,  that  concludes  my  prepared 
statement.  I  will  be  pleased  to  answer  any  questions  you  may  have 
after  my  fellow  panelists  make  their  statements. 

Mr.  McCloskey.  Thank  you  very  much,  Mr.  Koskinen. 

[The  prepared  statement  of  Mr.  Koskinen  follows:] 

Prepared  Statement  of  John  Koskinen,  Deputy  Director  for  Management, 
Office  of  Management  and  Budget 

Mr.  Chairman  and  members  of  the  Subcommittee,  thank  you  for  giving  me  the 
opportunity  to  discuss  with  you  the  Administration's  views  on  streamUning  and  its 
impact  on  Federal  personnel  and  operations.  My  testimony  today  will  describe  the 
requirements  of  the  Federal  Workforce  Restructuring  Act  of  1994,  and  the  Office  of 
Management  and  Budget's  Circular  A-76,  "Performance  of  Commercial  Activities." 

In  its  report  of  September  7,  1993,  the  Vice  President's  National  Performance  Re- 
view (NPR)  recommended  that  agencies  restructure  the  way  they  provide  services 


in  order  to  improve  their  performance  and  reduce  costs.  Four  days  later,  the  Presi- 
dent directed  all  departments  and  agencies  to  develop  streamlining  plans  to  address 
the  issues  that  the  NPR  raised.  He  further  directed  that  these  plans  restructure  the 
way  departments  and  agencies  perform  their  work,  eUminate  unnecessary  layers  of 
supervision,  reduce  headquarters  staffs,  and  empower  employees  to  take  more  re- 
sponsibility for  their  activities.  The  Administration  would  reduce  full-time  equiva- 
lent (FTE)  positions  by  consolidating  or  eUminating  field  office,  reducing  manage- 
ment layers,  and  eliminating  the  unnecessary  controls  and  micromanagement  so 
commonly  associated  with  the  personnel,  budget  and  procurement  functions. 

The  targeted  use  of  voluntary  separation  incentive  payments — that  is,  buyouts — 
has  given  agencies  a  "jump  start"  on  this  long-term  streamlining  effort.  The  Federal 
Workforce  Restructuring  Act,  however,  requires  that  the  Administration  match  each 
vacancy  created  by  a  non-Defense  buyout  with  a  reduction  in  total  Executive  Branch 
non-Defense  employment.  The  "one-for-one"  backfill  provision  restricts  an  agency's 
abiUty  to  re-engineer  its  workforce  by  reducing  staff  in  targeted  areas  and  replacing 
them  with  staff  needed  in  other  areas  of  importance  to  the  agency.  This  provision, 
which  is  not  included  in  the  DoD  buyout  statute,  has  forced  0MB  to  carefully  allo- 
cate buyouts  to  ensure  that  they  do  not  exceed  the  reduction  in  non-Defense  employ- 
ment. 

Nevertheless,  we  believe  agencies  are  using  their  buyout  authorities  to  implement 
the  NPR  as  outUned  in  their  streamlining  plans,  to  facilitate  their  restructuring  and 
to  achieve  both  greater  efficiencies  as  well  as  the  FTE  reduction  goals.  We  do  not 
expect  agency  streamlining  to  generate  a  significant  conversion  of  work  either  from 
in-house  to  contract  performance  or  from  contract  to  in-house  performance. 

Section  5  (g)  of  the  Federal  Workforce  Restructuring  Act  requires  the  President 
to  take  appropriate  action  to  ensure  that  agencies  do  not  convert  the  work  of  em- 
ployees included  in  the  272,900  FTE  reduction  target  or  of  employees  who  accept 
buyouts  to  contract  performance,  unless  a  cost  comparison  demonstrates  a  financial 
advantage  to  the  Gk)vemment.  In  cases  where  contracting  out  may  be  appropriate. 
Acting  0MB  Director  Alice  M.  Rivlin  has  advised  agencies  to  comply  with  Section 
5(g)  of  the  Act  through  the  conduct  of  0MB  Circular  A-76  comparisons,  where  ap- 
plicable. In  those  cases  where  Circular  A-76  does  not  apply,  such  as  Research  and 
Development  activities  and  activities  that  involve  less  than  10  FTE,  agencies  may 
develop  alternative  cost  comparison  approaches  that  respond  to  the  reauirements  of 
Section  5(g)  or  may  use  Circular  A-76  procedures.  0MB  has  specifically  requested 
that  agencies  maintain  information  on  the  status  of  their  Section  5(g)  contracting 
efforts,  including  information  on  the  number  of  contracts  awarded,  FTE  impacts  and 
related  dollar  savings.  We  believe  that  this  guidance  appropriately  addresses  the 
concern  that  agencies  might  otherwise  be  incUned  to  contract  out  activities  to  meet 
personnel  ceilings,  without  a  cost  comparison  to  demonstrate  a  net  benefit  to  the 
Government. 

Agencies  that  have  pursued  A-76  competitions,  to  both  contract  out  and  to  con- 
tract in,  say  it  has  been  an  effective  mechanism  for  achieving  savings  without  reduc- 
ing the  provision  of  needed  services.  It  has  also  been  effective  in  ensuring  that  the 
method  of  determining  a  financial  advantage  to  the  Government  is  fair,  open  to  all 
parties  and  based  upon  a  level  playing  field.  Savings  are  achieved  through  effi- 
ciencies identified  as  a  part  of  the  competition  process  and  through  the  implementa- 
tion of  improved  contracting  techniques.  Circular  A-76  cost  comparison  and  appeals 
procedures  have  ensured  that  all  parties  to  the  competitions  have  equal  access  to 
the  information  and  input  to  the  decision  process. 

We  seek  to  restore  the  pubUc's  faith  in  Government  by  managing  our  resources 
more  effectively  and  by  giving  citizens  and  taxpayers  more  value  for  the  dollar.  This 
requires  that  we  look  at  how  work  is  performed  and  give  agencies  the  flexibility  to 
manage  their  increasingly  limited  resources.  At  the  same  time,  we  recognize  our  ob- 
ligation to  current  employees,  and  to  the  taxpayer  to  minimize  the  adverse  affect 
these  changes  could  have  on  them. 

We  look  forward  to  working  with  you  as  we  move  forward  to  achieve  these  ends. 
Mr.  Chairman,  that  concludes  my  prepared  statement.  I  will  be  pleased  to  answer 
any  questions  you  may  have. 

Mr.  McCloskey.  Mr.  Milnes. 

Mr.  MiLNES.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  very 
pleased  to  have  the  opportunity  to  speak  with  you  today.  On  behalf 
of  Secretary  Perry,  thank  you  for  this  opportunity  to  address  the 
Department  of  Defense  Commercial  Activities  Program  and  its  ef- 
fects on  defense  streamlining  efforts. 


Let  me  just  then  summarize  my  statement  for  today. 

I  am  responsible  for  the  Department's  installations  management 
area,  which  includes  how  we  operate  and  maintain  our  bases  in  a 
cost-effective  way.  I  also  have  responsibility  for  the  Department  of 
Defense's  implementation  of  0MB  Circular  A-76  program. 

Installations  provides  oversight  of  commercial  activities  with  the 
use  of  program  managers  at  the  headquarters  and  intermediate 
levels  and  resource  managers  at  most  installations  that  are  the 
gatekeepers  for  commercial  activities.  We  publish  policy  and  proce- 
dural guidance  through  appropriate  channels.  We  also  rely  on 
union  and  contractor  organizations  that  help  us  make  the  0MB  A- 
76  program  work. 

I  now  would  like  to  focus  on  how  the  0MB  A-76  program  relates 
to  our  efforts  to  streamline  the  Department's  operations  and  func- 
tions. In  the  short  term,  we  are  using  the  program,  while  trying 
to  simplify  the  process.  We  need  help  to  increase  its  flexibility  by 
allowing  varying  levels  of  detail,  based  on  size  and  scope  of  the  cost 
comparison. 

We  could  do  several  things  here.  Raising  the  thresholds  for  com- 
petition would  open  small  functions  for  contract  should  the  function 
be  more  cost-effective  or  cost-efficient  by  performance  in  the  private 
sector. 

In  addition,  we  can  standardize  the  cost  for  everything  except  di- 
rect labor.  That  would  reduce  appealable  items  and  save  time  in 
preparation  of  the  cost  of  doing  business.  Currently,  we  have  to  dig 
for  historical  data  and  manually  reconstruct  operations  that  are 
not  visible  in  the  detail  needed  for  the  0MB  A-76  process. 

As  we  draw  down  our  work  force  and  close  installations,  we  are 
looking  at  contracts  that  should  be  cut  or  trimmed  down  or  termi- 
nated. In  some  cases,  returning  contract  work  to  an  in-house  work 
force  makes  sense  when  the  savings  justify  that  decision. 

The  problem  with  returning  the  function  to  in-house  comes  when 
we  need  the  personnel  authorizations  and  have  not  identified  the 
internal  full-time  equivalent  flexibility.  As  you  know,  ceilings  are 
in  place  until  1999,  and  requests  for  more  workers  are  going  to  be 
difficult  to  come  by.  We  expect  to  rely  on  interservice  support 
agreements  as  we  streamline  and  as  the  operations  scale  down 
after  the  base  closings.  We  will  look  particularly  close  at  contract- 
ing our  non-core  commercial  activities,  using  the  0MB  A-76  pro- 
gram to  support  our  post-BRAC  base  structure. 

Despite  the  encumbrances  on  execution,  the  Department  has  had 
considerable  success  using  the  A-76  program.  As  of  fiscal  year 
1993,  the  Department  had  1,114  contracts  that  were  competed 
using  the  0MB  A-76  process.  The  sinnual  value  of  those  contracts 
is  about  $422  million.  Since  1979,  Defense  has  converted  some 
56,000  positions  to  contract. 

It  makes  sense  to  follow  the  0MB  A-76  process  when  installa- 
tions are  faced  with  resource  reductions  in  the  outyears.  For  the 
long  term,  the  Defense  needs — Defense  needs  to  evolve  beyond 
using  the  current  0MB  A-76  program  for  management  efficiencies 
to  a  process  that  reflects  performance-based  standards.  If  we  can 
do  that  for  all  of  our  service  contracts,  not  just  commercial  activi- 
ties, we  would  see  better  contracts  and  the  confidence  levels  be- 
tween contractors  and  the  Government  increasing. 
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We  do,  in  fact,  have  success  stories.  Our  base  suppori;  contracts 
at  Fort  Gordon,  GA;  Columbus  Air  Force  Base,  MS;  and  the  Navy 
Submarine  Base,  Bangor,  WA,  are  such  successes.  We  also  have  in- 
house  success  stories  where,  in  the  competition  process,  our  own  in- 
house  work  force  has  won  the  competition.  Commanders  praise  the 
quality  of  support  at  these  installations  and  the  dedication  and  per- 
formance of  the  contractor  work  force  as  well. 

In  conclusion,  Mr.  Chairman,  thank  you  and  the  committee  for 
giving  me  this  opportunity  to  talk  about  the  Department's  0MB  A- 
76  program  while  we  are  streamlining  our  operations  and  func- 
tions. We  stand  ready  to  provide  any  additional  details  you  may 
need  during  your  deliberations. 

Mr.  McCloskey.  Thank  you  very  much,  Mr.  Milnes. 

[The  prepared  statement  of  Mr.  Milnes  follows:] 

Prepared  Statement  of  Russell  E.  Milnes,  Director  for  Installations  for 
THE  Assistant  Secretary  of  Defense  (Economic  Security),  Department  of 
Defense 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased  to  have  the  op- 
portunity to  speak  with  you  today.  On  behalf  of  Secretary  Perry,  thank  you  for  this 
opportunity  to  address  the  Department  of  Defense  Commercial  Activities  Programs 
and  its  effects  on  Defense  streamlining  efforts. 

I  am  responsible  for  the  Department's  Installations  management,  which  includes 
how  we  operate  and  maintain  our  bases  in  a  more  cost  efficient  manner.  I  also  have 
responsibility  for  the  Department  of  Defense's  implementation  of  the  0MB  Circular 
A-76  Program. 

Let  me  begin  by  sa3ang  that  the  0MB  A-76  Program  does  not  mean  contracting 
out  within  DoD.  It  does  mean  competition  between  in-house  organizations  and  the 
private  sector  to  win  follow-on  business — in  almost  all  cases  business  that  is  cur- 
rently being  done  by  the  in-house  organization.  We  encourage  our  in-house  organi- 
zations to  do  their  best  to  win  these  competitions.  Typically,  competitions  cause  in- 
house  organizations  to  streamline  themselves,  often  increasing  quality  while  cutting 
costs  by  10-20%  below  the  level  that  existed  before  competition.  Ovu-  in-house  orga- 
nizations win  about  half  the  competitions. 

My  job  is  to  ensure  that  Defense  has  the  excellent  installations  it  needs  to  carry 
out  its  missions  effectively,  in  peacetime  and  war.  I  get  to  speak  to  a  lot  of  the  peo- 
ple who  are  working  to  improve  the  quality  of  our  military  installations.  When  I 
mention  the  0MB  A-76  Program,  many  people  view  it  as  micromanagement  of  their 
affairs,  and  see  it  as  exceedingly  disruptive  to  the  installation  labor  force. 

Conceptually,  the  0MB  A-76  Program  is  sound  but  the  execution  tools  are  cum- 
bersome to  use.  We  spend  too  much  of  our  precious  resources  trying  to  develop  in- 
house  costs  for  overhead  when  our  accounting  systems  were  not  designed  to  do  that. 

I  now  would  like  to  focus  on  how  the  0MB  A-76  Program  relates  to  our  efforts 
to  streamline  the  Department's  operations  and  functions.  In  the  short  term,  we  are 
using  the  0MB  A-76  Program  while  trying  to  simplify  the  process.  We  need  help 
to  increase  its  flexibility  by  allowing  varjdng  levels  of  details  based  on  size  and 
scope  of  the  cost  comparison.  We  could  do  several  things  here.  Raising  the  thresh- 
olds for  competitions  would  open  small  functions  for  contract  should  the  function  be 
more  cost  efficient  by  performance  in  the  private  sector.  In  addition,  we  could  stand- 
ardize a  cost  for  everything  except  direct  labor.  That  would  reduce  appealable  items 
and  save  time  in  preparation  of  the  cost  of  doing  business.  Currently,  we  have  to 
dig  for  historical  aata  and  manually  reconstruct  operations  that  are  not  visible  in 
a  detail  needed  for  the  0MB  A-76  process. 

As  we  draw  down  our  workforce  and  close  installations,  we  are  looking  at  con- 
tracts that  should  be  cut  or  trimmed  down  or  terminated.  In  some  cases,  return  con- 
tract work  to  an  in-house  workforce  make  sense  when  the  savings  justify  that  deci- 
sion. The  problem  with  returning  a  function  in-house  comes  when  we  need  the  per- 
sonnel authorization  and  have  not  identified  the  internal  full  time  equivalent  flexi- 
biUty.  As  you  know,  ceilings  are  in  place  until  1999  and  request  for  more  workers 
are  not  looked  upon  favorably. 

We  expect  to  rely  on  interservice  support  agreements  as  we  streamline  and  as  the 
operations  scale  down  after  the  base  closings.  We  will  look  particularly  close  at  con- 
tracting our  non-core  commercial  activities  using  the  0MB  A-76  Program  to  support 
our  post-BRAC  base  structure. 


The  National  Performance  Review  (NPR)  encourages  us  to  use  partnering  in  our 
outsourcing  efforts.  There  may  be  a  conflict  of  interest  in  developing  partnering 
agreements  between  suppliers  and  customers  for  commercial  activity  functions.  The 
competition  process  does  not  favor  extended  relationships  with  the  private  sector  de- 
spite the  desire  to  encourage  trust  and  favored  pricing  arrangements.  Several  con- 
tractors have  expressed  an  interest  in  acquiring  the  government  most  eflicient  orga- 
nization information  on  the  basis  that  to  sign-up  to  the  partnering  agreement  in  ad- 
vance means  full  disclosure  of  the  service  performance  requirements.  Currently,  the 
0MB  A-76  Program  process  keeps  close-hold  the  organization's  in-house  structure 
until  after  the  0MB  A-76  Program  process  is  completed. 

The  NPR  recommended  a  new  commercisd  activities  Executive  Order  be  issued 
and  the  Department  will  be  sending  a  draft  to  0MB  for  consideration  within  the 
next  couple  of  weeks. 

Depsite  the  encumbrances  on  execution,  the  Department  has  had  considerable 
success  using  the  0MB  A-76  Program.  As  of  fiscal  year  1993,  the  Department  had 
1,114  contracts  that  were  competed  using  the  0MB  A-76  process.  The  annual  value 
of  those  contracts  is  about  $422.8  million.  Since  1979,  Defense  has  converted  56,653 
positions  to  contract. 

It  makes  sense  to  follow  the  OMB  A-76  process  when  installations  are  faced  with 
resoiu-ce  reductions  in  the  outyears.  For  the  long  term,  Defense  needs  to  evolve  be- 
yond using  the  current  OMB  A-76  Program  for  management  efficiencies  to  a  process 
that  reflects  performance-based  standards.  If  we  can  do  that  for  all  our  service  con- 
tracts, not  just  commercial  activities,  we  would  see  better  contracts  and  the  con- 
fidence levels  between  contractors  and  the  government  would  increase. 

We  do  in  fact  have  success  stories.  Our  base  support  contracts  at  Fort  Gordon, 
Georgia;  Columbus  Air  Force  Base,  Mississippi;  and  the  Navy  Submarine  Base  Ban- 
gor, Washington  are  such  successes.  Commanders  praise  the  quality  of  support  at 
these  installations  and  the  dedication  and  performance  of  the  contractor  workforce. 

CONCLUSION 

Mr.  Chairman,  thank  you  and  the  committee  for  giving  me  this  opportunity  to 
talk  about  the  Department's  OMB  A-76  Program  while  we  are  streamlining  our  op- 
erations and  functions. 

We  stand  ready  to  provide  any  additional  details  you  may  need  during  your  delib- 
erations. 

Mr.  McCloskey.  I  might  note  that  we  have  been  joined  by  our 
distinguished  RepubHcan  colleague  from  New  York,  a  member  of 
the  committee,  Mr.  Boehlert. 

Welcome.  Would  you  care  to  make  a  comment  or  two? 

Mr.  Boehlert.  No,  thank  you,  Mr.  Chairman.  I  am  just  inter- 
ested in  the  subject  and  glad  to  be  here. 

Mr.  McCloskey.  Thank  you,  sir.  We  are  glad  to  have  you  today. 

Mr.  Nye  Stevens. 

Mr.  Stevens.  Yes,  sir.  Mr.  Chairman,  Ms.  Norton,  Mr.  Boehlert, 
we  have  long  believed  that  the  concept  of  encouraging  competition 
in  the  provision  of  services  is  a  sensible  management  objective. 
And,  indeed,  we  were  quite  gratified  and  pleased  when  the  Na- 
tional Performance  Review  adopted  that  as  one  of  its  fundamental 
operating  principles. 

At  the  same  time,  however,  the  NPR  set  another  objective  of 
downsizing  the  Federal  work  force  by  a  quite  finite  number: 
272,900  positions.  The  likelihood  of  both  of  these  NPR  goals,  in  our 
view,  is  that  it  will  likely  increase  the  amount  of  contracting  out 
for  services.  We  focus  in  particular  on  professional  administrative 
analytical  management  support  services  which  had  previously  not 
been  the  subject  of  cost  studies  in  letting  contracts.  These  already 
amount  to  about  $13  billion  on  an  annual  basis. 

We  found  many  examples  over  the  years  in  which  contractors 
providing  services  to  the  Government  have  played  a  valuable  role. 
They  have  supplied  expertise  to  agencies  that  they  may  not  have 
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in-house  and  that  they  may  not  need  to  maintain  on  a  permanent 
basis.  They  can  also  provide  up-to-date  knowledge  in  emerging 
technologies  and  rapidly  changing  fields,  and  they  provide  a  private 
sector  viewpoint  that  often  serves  to  instruct  and  to  stimulate  Grov- 
ernment  workers. 

However,  we  also  believe  that  competition  must  be  real  to  be  ef- 
fective. Before  agencies  contract  out  for  services,  they  should  care- 
fully and  systematically  consider  the  comparative  costs  of  contract 
performance  versus  having  the  services  performed  by  the  Federal 
work  force.  They  should  also  consider  non-cost  factors  in  deciding 
to  make  a  move  to  contracts,  such  as  the  length  and  the  nature  of 
the  work  in  question,  the  centrality  of  the  work  to  the  agency's 
mission  and  the  quality  and  timeliness  of  the  services  that  are  ren- 
dered. Careful  weighing  of  cost  differences  and  non-cost  factors  will 
help  agencies  choose  the  most  cost-effective  way  of  getting  the  work 
done. 

For  a  long  time,  cost  comparisons  were  not  required  for  advisory 
and  assistant  services. 

Last  March,  we  issued  a  report  that  we  did  at  the  request  of  Sen- 
ator Pryor,  the  chairman  of  the  Senate  counterpart  to  this  commit- 
tee, that  synopsized  nine  studies  that  indicated  that  savings  might 
be  available  in  certain  specific  situations  if  the  services  were  per- 
formed by  Federal  employees  rather  than  by  contractors.  This  was 
by  no  means  a  representative  sample  of  contracts,  but  our  work  did 
show  two  things  that  I  think  are  worth  emphasizing.  One  was  that 
cost  comparisons  can  be  a  useful  tool  in  this  type  of  contract  in  se- 
lecting which  services  are  most  advantageous  to  keep  in-house  ver- 
sus contracting  out. 

In  August  of  this  year,  consistent  with  our  recommendation  in 
this  report  and  in  accordance  with  section  5(g)  of  the  Federal 
Workforce  Restructuring  Act,  0MB  instructed  agencies  to  conduct 
cost  comparisons  before  converting  the  work  of  employees  included 
in  the  mandated  272,900  reduction,  before  converting  them  to  con- 
tract performance,  and  this  requirement  included  advisory  and  as- 
sistant services  affected  by  the  downsizing  but,  of  course,  not  other 
decisions  for  contract  or  those  not  affected  by  the  downsizing. 

0MB  has  also  rescinded  Circular  A-120,  and  we  have  been  told 
by  the  staff  there  that  this  had  the  effect  of  requiring  agencies  to 
conduct  A-76  cost  comparisons  for  contracting  any  advisory  and  as- 
sistant services,  whether  they  were  affected  by  the  Workforce  Re- 
structuring Act  or  not.  We  questioned  whether  agencies  actually 
understood  this  rather  indirect  instruction,  and  we  believe  that 
0MB  should  make  it  more  explicit  in  its  revision  of  Circular  A-76. 

A  second  point  that  our  report  made  clear  is  that  even  when 
comparisons  showed  a  clear  advantage  to  the  Government  of  per- 
forming a  function  in-house.  Federal  managers  have  often  not  had 
sufficient  flexibility  to  choose  between  contractors  and  Government 
employees  because  of  restrictive  personnel  ceilings  imposed  gen- 
erally by  0MB  but  occasionally  also  by  Congress. 

Today,  this  is  an  even  more  sensitive  issue  because  of  the  NPR's 
goals  and  the  firm  agency-specific  goals  of  reducing  the  work  force 
by  a  quite  specific  and  finite  number  by  1998.  Unless  agencies  are 
specifically  authorized  to  hire  or  keep  needed  Federal  employees  in 
circumstances  where  a  meaningful  cost  comparison  indicates  that 
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in-house  performance  is  the  desirable  alternative,  agencies  could 
well  be  in  the  position  of  having  to  contract  for  services  regardless 
of  the  study's  results,  and  this  obviously  diminishes  the  incentive 
to  do  the  kind  of  hard  analytical  work  that  is  required  to  make  a 
good  decision. 

It  also,  in  our  view,  contradicts  three  other  important  goals  of 
the  National  Performance  Review.  These  goals  are  requiring  agen- 
cies to  compete  with  other  agencies  and  with  private  sector  entities 
to  provide  support  services,  the  goal  of  providing  agencies  with  the 
flexibility  to  obtain  services  from  the  best  possible  source,  and  the 
goal  of  eliminating  personnel  ceilings  and  allowing  Federal  man- 
agers to  manage  to  budget,  using  ceilings  on  operating  costs  to  con- 
trol spending,  whether  those  dollars  are  used  for  salaries  and  ex- 
penses, contracts,  or  whatever  other  purpose  and  tool  to  get  the 
work  done. 

In  conclusion,  Mr.  Chairman,  competition  is  a  proven  technique, 
and  it  should  be  encouraged  in  the  provision  of  support  services. 
However,  to  be  effective,  it  needs  both  objective  analysis  of  good 
data,  good  cost  data,  and  flexibility  for  managers  to  act  on  what  the 
cost  comparisons  tell  them. 

That  concludes  my  statement. 

Mr.  McCloskey.  Thank  you  very  much,  Mr.  Stevens. 

[The  prepared  statement  of  Mr.  Stevens  follows:] 

Prepared  Statement  of  L.  Nye  Stevens,  Director  of  Planning  and  Reporting, 
General  Government  Division,  General  Accounting  Office 

Mr.  Chairman  and  Members  of  the  Subcommittee:  We  are  pleased  to  be  here  this 
morning  to  assist  the  Subcommittee  in  its  evaluation  of  the  interrelationship  of  con- 
tracting out  and  the  goal  of  streamlining  agency  operations.  To  help  ensure  that  the 
government  works  better  and  costs  less,  the  Vice  President's  National  Performance 
Review  (NPR)  has  proposed  greater  competition  in  the  provision  of  public  services. 
The  administration  has  also  set  an  objective  of  downsizing  the  federal  workforce  by 
approximately  272,900  positions.  ^  One  possible  effect  of  this  objective  could  be  an 
increase  in  the  use  of  contractors  to  provide  various  services  to  the  government.  The 
issue  that  arises  is  how  should  agencies  go  about  making  this  decision  to  ensure 
that  the  public  receives  the  best  possible  service  at  the  most  reasonable  cost. 

DECIDING  whether  TO  CONTRACT  OUT 

The  federal  government  spent  almost  $13  billion  in  fiscal  year  1993  for  advisory 
and  assistance  service  contracts.  These  contracts  included  professional,  administra- 
tive, and  management  support  services  and  special  studies  and  analyses.  The  con- 
tractors who  provide  these  services  can  play  valuable  roles  in  government  by  supply- 
ing expertise  that  agencies  may  not  have  in-house  or  may  not  need  on  a  permanent 
basis.  In  addition,  these  contractors  can  help  agencies  obtain  up-to-date  expertise 
in  rapidly  changing  fields  and  explore  a  wide  range  of  knowledgeable  viewpoints  on 
controversial  issues.  However,  before  federal  agencies  decide  to  contract  out  for  such 
services,  we  beUeve  that  it  would  be  prudent  for  the  agencies  to  consider  the  cost 
of  contracting  out  for  these  services  versus  the  cost  of  having  the  services  performed 
by  federal  employees.  In  addition,  agencies  should  also  consider  other  factors  in  de- 
ciding whether  to  contract  out,  such  as  the  length  and  nature  of  the  work  in  ques- 
tion and  the  quality  and  timeliness  of  the  services  needed.  Consideration  of  cost  dif- 
ferences and  noncost  factors  will  help  agencies  choose  the  most  cost-effective  way 
of  getting  the  work  done. 


^From  Red  Tape  to  Results:  Creating  a  Government  that  Works  Better  and  Costs  Less,  Vice 
President  Al  Gore,  Sept.  7,  1993. 
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UNTIL  RECENTLY,  COST  COMPARISONS  WERE  NOT  REQUIRED  FOR  ADVISORY  AND 
ASSISTANCE  SERVICES 

Federal  policy  regarding  the  performance  of  commercial  activities  was  established 
by  "0MB  Circular  A-76."  This  circular  requires  that  cost  comparisons  be  made  to 
determine  whether  agencies  should  use  contractors  or  government  employees  to  per- 
form commercial  activities  such  as  automatic  data  processing,  guard  and  protection 
services,  and  maintenance  and  repair  services.  An  A-76  cost  study  involves  compar- 
ing estimated  contract  and  in-house  costs  for  the  specific  work  to  be  performed  to 
determine  the  most  cost-effective  approach.  The  circular  does  not,  however,  state 
that  cost  comparisons  must  be  made  for  advisory  and  assistance  service. 

OMB's  Cost  Comparison  Handbook,  a  supplement  to  the  circular,  furnishes  the 
guidance  for  computing  cost  comparison  amounts.  Agencies  considering  contracting 
are  to  prepare  a  document  containing  the  government's  estimate  of  the  lowest  num- 
ber and  type  of  employees  required  to  do  the  work  described.  From  these  data  and 
other  estimated  costs,  the  agency  is  to  prepare  a  total  estimated  cost  for  in-house 
performance.  To  estimate  contractor  performance  costs,  the  selected  bid  or  offer  is 
added  to  other  estimated  costs,  such  as  contract  administration,  to  develop  a  total 
projected  cost  for  contracting  out.  The  circular  requires  the  agency  to  compare  the 
two  estimates  to  determine  which  alternative  is  more  cost-effective. 

In  contrast  to  the  A-76  requirements  covering  commercial  activities,  agencies 
were  not  required,  until  recently,  to  conduct  cost  comparisons  in  determining  wheth- 
er to  contract  for  advisory  and  assistance  services.  Accordingly,  it  is  not  generally 
known  whether  it  costs  less  to  contract  out  for  these  services  or  use  government  em- 
ployees to  perform  the  work.  However,  certain  individual  studies  have  been  made 
by  us,  agency  Inspectors  General,  and  others  to  measure  comparative  costs  of  ob- 
taining advisory  and  assistance  services. 

In  March  1994,  we  issued  a  report  to  the  Chairman,  Subcommittee  on  Federal 
Services,  Post  Office  and  Civil  Service,  Senate  Committee  on  Governmental  Affairs 
on  the  methodologies  and  resxilts  of  nine  studies.2  In  that  report,  we  said  although 
the  nine  studies  indicated  that  savings  might  be  available  in  certain  situations  if 
services  were  performed  by  federal  employees  rather  than  by  contractors,  all  of  the 
studies  had  limitations.  For  example,  none  were  sufficiently  large  or  comprehensive 
to  permit  generalization  to  other  situations  in  the  government  as  a  whole,  or  even 
within  the  agencies  in  question. 

The  studies  also  varied  in  the  extent  to  which  they  incorporated  all  possible  cost 
factors.  Because  "0MB  Circular  A-76"  contains  an  extensive  Ust  of  items  to  con- 
sider— most  of  which,  we  believe,  would  be  equally  applicable  to  advisory  and  assist- 
ance services — we  believe  it  coiild  serve  as  a  useful  source  of  criteria  for  studies 
such  as  these.  One  study  of  seven  headquarters'  administrative,  management,  and 
technical  support  contracts  used  substantially  all  of  the  extensive  cost  elements  con- 
tained in  "0MB  Circular  A-76."  Four  additional  studies  used  some,  but  not  all,  of 
these  cost  elements.  The  remaining  four  studies  limited  their  methodologies  to  de- 
termining or  estimating  direct  labor  costs  and  comparing  them  to  contract  labor 
costs. 

We  believe,  however,  that  these  types  of  studies,  if  properly  done,  provide  agency 
managers  with  important  tools  to  help  them  decide  whether  to  contract  out  or  use 
government  employees.  These  studies  should  also  consider  relevant  noncost  factors. 
Generally,  decisions  should  not  be  made  without  sufficient  information  because  the 
more  information  available,  the  better  informed  and  appropriate  the  decisions  may 
be. 

In  addition  to  cost,  we  believe  agencies  would  need  to  consider  other  factors,  such 
as  quality  and  timehness,  in  deciding  whether  to  contract  out  for  advisory  and  as- 
sistance services.  For  example,  if  the  advisory  and  assistance  services  sought  were 
short  term  and  nonrecurring  in  nature,  it  might  be  practicable  for  an  agency  to  con- 
tract out  even  if  it  costs  less  in  the  short  term  to  hire  staff  to  do  the  work  in-house. 
An  agency  should  also  consider  the  quality  and  timeliness  of  the  services  required 
and  determine  whether  available  federal  employees  have  the  necessary  technical 
skills  or  knowledge  needed  to  perform  the  task. 

In  commenting  on  a  draft  of  our  March  1994  report,  0MB  officials  noted  that  it 
may  not  be  necessary  or  practicable  to  require  cost  comparisons  for  all  types  of  advi- 
sory and  assistance  services.  In  particular,  they  suggested  that  in  certain  cir- 
cumstances, such  as  those  involving  activities  where  the  work  requirements  are 
short  term  and  nonrecurring,  cost  comparisons  would  not  be  necessary.  They  sug- 


2  Government  Contractors:  Measuring  Costs  of  Service  Contractors  Versus  Federal  Employees 
(GAO/GGD-94-95,  Mar.  10,  1994). 
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gested  that  these  and  other  noncost  factors  be  considered  before  making  a  decision 
to  conduct  a  cost  comparison. 

We  agree  that  it  would  be  reasonable  to  first  require  consideration  of  noncost  facts 
before  making  a  cost  comparison  for  advisory  and  assistance  services.  We  believe, 
however,  that  0MB  should  require  agencies  to  adequately  justify  and  document  de- 
cisions not  to  conduct  cost  comparisons  and  not  allow  agencies  to  use  these  factors 
solely  as  a  basis  for  avoiding  the  comparisons. 

In  response  to  our  March  1994  report,  0MB  advised  us  in  May  1994  that  it  was 
considering  a  nvunber  of  revisions  to  its  A-76  guidance.  0MB  said  it  may  be  appro- 
priate, under  certain  circumstances,  to  apply  the  cost  comparison  requirements  of 
Circular  A-76  to  advisory  and  assistance  services.  An  0MB  official  also  expressed 
his  beUef  that  when  Circular  A-120,  Guidelines  for  the  Use  of  Advisory  and  Assist- 
ance Services,  was  rescinded  in  November  1993,  the  distinction  between  advisory 
and  assistance  services  and  other  services  was,  in  effect,  removed.  The  official  said 
that  consequently,  the  cost  comparison  requirements  of  A-76  would  apply.  He 
agreed,  however,  that  this  distinction  might  not  be  clear  to  agencies. 

In  addition  to  OMB's  planned  efforts  to  consider  revising  Circular  A-76,  we 
should  also  note  that  the  Federal  Workforce  Restructuring  Act  of  1994  (P.L.  103- 
226,  section  5(g))  takes  a  step  toward  requiring  such  comparisons.  This  law  provides 
that  there  should  be  no  increase  in  the  procurement  of  any  services  by  reason  of 
the  federal  downsizing  effort,  except  in  cases  in  which  a  cost  comparison  dem- 
onstrates such  contracts  would  be  to  the  financial  advantage  of  the  federal  govern- 
ment. The  law,  however,  also  established  ceilings  on  the  total  number  of  full-time 
equivalent  positions  for  federal  agencies,  which  could  affect  the  ability  of  federal 
agencies  to  accomplish  their  mission.  We  noted  that  in  August  1994,  OMB  advised 
all  federal  agencies  that  an  A-76  cost  comparison  should  be  made  before  any  work 
is  converted  from  in-house  to  contract  performance  as  a  result  of  the  Federal 
Workforce  Restructuring  Act's  downsizing.  This  requirement  includes  advisory  and 
assistance  services. 

We  are  pleased  that  the  August  1994  OMB  instruction  extends  the  cost  compari- 
son requirement  to  those  advisory  and  assistance  services  affected  by  the  Federal 
Workforce  Restructuring  Act.  We  do  not  believe,  however,  that  the  precision  of  Cir- 
cular A-120  clearly  conveyed  a  requirement  to  conduct  cost  comparisons  for  advi- 
sory and  assistance  services  to  federal  agencies.  If  this  is  indeed  OMB's  intention, 
we  believe  that  this  should  be  clearly  and  specifically  communicated  to  all  agency 
heads  so  that  they  may  be  aware  of  and  implement  any  new  requirement  to  make 
such  cost  comparisons.  OMB  should  consider  making  this  clarification  psirt  of  its 
overall  revision  of  Circular  A-76. 

AGENCIES  NEED  FLEXIBILITY  TO  ACCOMPLISH  THEIR  WORK  IN  THE  MOST  COST- 
EFFECTIVE  MANNER 

Once  agencies  consider  the  comparative  costs  of  contracting  out  versus  using  in- 
house  personnel  and  the  relevant  noncost  factors,  we  believe  that  agencies  then 
need  to  have  the  flexibility  to  have  the  work  performed  in  the  most  cost-effective 
manner.  If  agencies  determine  that  it  is  advantageous  to  contract  out,  then  they 
should  do  so.  However,  if  they  determine  that  using  government  employees  to  per- 
form the  work  is  more  advantageous,  they  should  have  the  ability  to  do  so  and  not 
be  constrained  by  ceilings  on  the  number  of  positions  they  may  be  granted  to  accom- 
plish their  work. 
The  NPR  has  advocated: 

Requiring  individual  agencies  to  compete  with  other  agencies  and  private 
companies  to  provide  support  services; 

Providing  agencies  with  flexibility  to  obtain  services  from  the  best  possible 
source;  and 

Eliminating  personnel  ceilings  and  allowing  federal  managers  to  manage  to 
budget  using  ceilings  on  operating  costs  to  control  spending.  The  report  recog- 
nized that  personnel  ceilings  could  cause  agencies  to  contract  out  work  that 
could  be  done  more  efficiently  and  less  costly  in-house. 
The  NPR  findings  corresponded  with  our  previous  observations  that  federal  man- 
agers should  have  the  authority  and  flexibility  to  obtain  services  for  the  government 
in  the  most  cost-effective  manner.  For  example,  in  one  of  our  Transition  Series  Re- 
ports,3  we  noted  that  federal  managers  have  ofl;en  not  had  sufficient  flexibility  to 
choose  between  hiring  employees  or  contractors  because  of  restrictive  personnel  ceil- 
ings imposed  by  either  OMB  or  Congress.  As  a  result,  agencies  frequently  used  con- 


^The  Public  Service  (GAO/OCG-93-7TR,  Dec.  1992). 
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tractors  even  when  they  believed  it  might  be  more  appropriate  to  use  federal  em- 
ployees because  of  the  nature  of  the  work  involved  or  because  it  would  be  less  costly. 

Providing  agencies  with  the  needed  flexibility  to  choose  between  using  employees 
and  contractors,  however,  creates  a  potential  dilemma  because  of  the  administra- 
tion's overall  goal  of  downsizing  the  federal  workforce  by  approximately  272,900  po- 
sitions and  the  requirements  of  the  Federal  Workforce  Restructuring  Act  of  1994. 
As  I  indicated,  the  act  imposed  ceilings  on  the  number  of  federal  employees  and  also 
estabUshed  restrictions  on  contracting  if  a  cost  comparison  shows  that  contracting 
would  not  be  financially  advantageous  to  the  government.  These  conditions  could 
place  federal  agencies  in  a  position  in  which  they  could  not  accomplish  necessary 
work  either  by  using  federal  employees  or  by  contract.  The  act,  however,  provides 
the  President  with  the  authority  to  waive  agency  personnel  ceilings  if  he  determines 
that  the  efficiency  of  the  agency  or  the  performance  of  a  criticeJ  agency  mission  re- 
quires that  a  waiver  be  granted,  and  provided  the  govemmentwide  personnel  ceil- 
ings in  the  act  are  not  exceeded.  If  such  waiver  authority  is  exercised,  it  could  alle- 
viate this  potential  dilemma. 

This  concludes  my  prepared  statement.  I  will  be  pleased  to  answer  any  questions 
you  or  the  Members  of  the  Subcommittee  may  have. 

SUMMARY  OF  STATEMENT 

As  Congress  considers  the  proposals  of  the  National  Performance  Review,  which 
advocated  downsizing  the  federal  government  by  approximately  272,900  positions, 
GAO  believes  Congress  should  also  consider  the  possibility  that  agencies  may  in- 
crease contracting  out  for  services  that  include  professional,  administrative,  analyt- 
ical, and  management  support  services. 

GAO  believes  that  contractors  can  provide  valuable  services  to  the  government. 
However,  GAO  believes  that  before  an  agency  decides  whether  to  contract  out  for 
a  particular  service,  the  agency  should  be  aware  of  the  comparative  cost  of  contract- 
ing out  versus  using  federal  employees.  Other  factors,  such  as  the  nature  and  length 
of  the  work  and  the  quality  and  timeliness  of  the  services,  should  also  be  considered. 

Until  recently,  the  Office  of  Management  and  Budget  (0MB)  had  not  specifically 
instructed  federal  agencies  that  cost  comparisons  are  required  for  advisory  and  as- 
sistance services.  Such  comparisons  were  required,  however,  for  commercial  activi- 
ties. In  August  1994,  OMB  instructed  agencies  to  conduct  cost  comparisons  before 
converting  the  work  of  employees  included  in  the  272,900  workforce  reduction  to 
contract  performance.  The  cost  comparisons  must  demonstrate  that  contracting 
would  be  to  the  financial  advantage  of  the  government  before  the  work  could  be  con- 
tracted. This  requirement  includes  advisory  and  assistance  services  affected  by 
agency  downsizing. 

Studies  made  by  several  agency  Inspectors  General  and  by  GAO  have  shown  that 
cost  comparisons  can  be  useful  management  tools  to  decide  how  to  accomplish  the 
government's  work  in  the  most  cost-effective  manner.  OMB  is  considering  revising 
its  guidance  to  agencies  for  conducting  cost  comparisons.  GAO  believes  that  any  re- 
vised guidance  should  also  require  agencies  to  consider  noncost  factors  as  part  of 
such  comparisons. 

GAO  believes  that  agencies  should  have  the  flexibility  to  accomplish  their  work 
in  the  best  possible  manner  and  should  not  be  constrained  by  arbitrary  personnel 
ceilings,  which  could  be  counter  productive  and  inefficient  in  certain  circumstances. 
Agencies  should  determine  if  contracting  out  for  services  or  using  government  em- 
ployees is  more  advantageous.  To  make  the  best  decision  for  the  government,  agen- 
cies need  information  that  permits  managers  to  make  meaningftil  decisions.  Cost 
comparisons  and  consideration  of  noncost  factors  can  provide  such  needed  informa- 
tion. 

Mr.  McCloskey.  Perhaps  for  Mr.  Koskinen,  my  staff  was  I  guess 
recently  advised  by  the  OMB  that  the  A-76  Circular  needs  updat- 
ing, implying  that  the  process  and  the  standards  as  they  are  now 
are  not  adequate.  That  doesn't  seem  to  be  the  thrust  of  your  testi- 
mony today.  But  could  you  focus  as  to  the  basic  facts  in  that  situa- 
tion and  also  comment  on,  you  know,  the  implication  raised  by  Mr. 
Milnes  that  the  process  now  evidently  is  not  based  enough  on  per- 
formance-based standards? 

Mr.  KOSKINEN.  Well,  we  are — as  you  know,  through  the  passage 
of  the  procurement  reform  legislation  and  other  work  that  has  gone 
on  by  the  Office  of  Federal  Procurement  Policy  and  OMB,  we  are 
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increasingly  trying  to  encourage  and — if  not  mandate  the  increas- 
ing use  of  performance  contracting  and  the  rehance  on  past  prac- 
tices, rather  than  simply  having  the  standard  cost  plus  contracts, 
and  a  wide  range  of  agencies  and  programs  have  committed  to 
Steve  Kelman,  the  Administrator,  and  have  in  fact  pledged  to  begin 
to  use  more  performance  contracting  in  their  operations  rather 
than  relying  on  simply  cost  plus. 

With  regard  to  the  A-76,  the  bulk  of  the  issues,  and  I  think  DOD 
have  raised  those  points,  have  not  been  the  thrust  of  A-76  but  pri- 
marily a  question  on  the  ease  of  collecting  appropriate  data.  I  don't 
think  anyone  at  this  juncture  disagrees  with  the  GAO  point  that 
you  need  to  ensure  that  you  get  an  adequate  and  accurate  assess- 
ment of  that  data,  and  that  is  what  we  are  looking  at  in  terms  of 
what,  if  anything,  needs  to  be  done  with  A-76. 

Mr.  McCloskey.  I  believe  at  a  hearing  chaired  by  Ms.  Norton  re- 
cently the  0MB  referred  to  a  bell-shaped  curve  as  far  as  agency 
performance  in  dealing  with  A-76  and  the  contracting-out  process. 
There  were  a  few  excellent,  and  a  few  dismal  agencies,  and  a  lot 
of  agencies  in  the  middle.  What  is  0MB  doing  actively  to  improve 
the  efficacy  of  this  process? 

Mr.  KOSKINEN.  That  is  an  accurate  description  of  what  I  said  to 
Chairman  Norton's  committee. 

Basically,  that  was  our  perspective  of  the  drafts  of  the  plans  that 
we  received  in  July.  Since  that  time,  with  the  assistance  of  the 
President's  Management  Council  which  is  composed  of  all  the  dep- 
uty— most  of  the  deputies,  the  chief  operating  officer  in  each  agen- 
cy, the  President's  Management  Council  has  led  an  effort  to  both 
upgrade  the  level  of  understanding  and  resources  available  to  do 
effective  streamlining,  and  more  definitive  plans  are  due  into  0MB 
this  week.  And  we  have,  in  the  meantime,  provided  a  substantial 
amount  of  further  guidance  to  the  agencies  about  what  the  mini- 
mum standards  are  and  the  range  of  issues  that  need  to  be  dealt 
with  in  a  streamlining  plan. 

Mr.  McCloskey.  Mr.  Koskinen,  could  you  comment  on  the  FAA's 
request  to  waive  the  A-76  requirements  for  level  one  towers?  This 
seems  to  be  an  exceptionally  broad  waiver.  We  are  going  to  receive 
testimony  later  today  that  was  approved — the  waiver  was  approved 
6  months  after  the  FAA  had  decided  to  go  ahead  and  contract  out 
these  towers. 

Mr.  Koskinen.  My  understanding  of  that — I  have  not  been  di- 
rectly involved  in  it.  In  fact,  0MB  has  not  been  involved  in  that 
waiver. 

A-76  and  its  surrounding  materials  allow  the  Assistant  Sec- 
retary of  an  agency  like  the  Department  of  Transportation  to  make 
that  waiver  with  very  specific  guidelines  and  standards,  and  that 
issue  has  not  been  brought  to  0MB  for  further  review.  So  I  think 
I  would  rely  on  the  testimony  you  will  hear  later  in  the  day  for  the 
details  of  that  event. 

Mr.  McCloskey.  Could  I  ask  you  maybe  to  follow  that  and 
maybe  give  us  a  written  comment  on  your  opinion  on  the  efficacy 
of  that  process,  the  way  that  was  done? 

Mr.  Koskinen.  Yes.  Although,  as  I  say,  the  information  has  not 
been  presented  to  us  for 
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Mr.  McCloskey.  I  understand  that.  I  mean  if  you  could  review 
it  and  obtain  the  information  and  review  it  and  comment. 

Mr.  KOSKINEN.  I  would  be  happy  to  do  that. 

Mr.  McCloskey.  For  Mr.  Milnes,  there  is  growing  concern  in  the 
Congress  about  the  efficiency  initiatives  of  the  DOD  and  their  ef- 
fect on  readiness.  Some  of  my  colleagues  on  Armed  Services  are 
very  concerned.  There  are  efforts  going  on  to  privatize  entire  seg- 
ments of  critical  capabilities  that  were  previously  considered  too 
risky  to  contract.  These  include  weapons  system  repair  at  DOD  de- 
pots and  labs.  And  now  there  is  an  effort  at  Altus  Air  Force  Base 
to  contract  out  line  aircraft  maintenance.  Should,  in  essence,  pri- 
vatization be  going  this  far  in  such  basic  defense  functions? 

Mr.  MiLNES.  Mr.  Chairman,  I  think  I  should  underscore,  first  of 
all.  Secretary  Perry's  commitment  to  the  readiness  of  the  force. 
This  is  the  most  critical  element  of  the  entire  defense  strategy  is 
that  the  force  be  ready.  So  each  and  every  situation  such  as  those 
that  you  have  described  are  looked  at  very  carefully  to  see  what  ex- 
actly can  be  competed  or  contracted  out  or  done  in  a  different  way. 

I  think  one  of  the  chief  dilemmas  that  we  have  is  that  we  are 
facing  tremendous  downsizing,  both  in  terms  of  the  budget  itself 
and  also  the  force  and  the  base  structures.  So  we  are  being  forced 
to  look  very  carefully  at  areas  which  heretofore  we  perhaps  haven't 
looked  at  as  carefully  before. 

Specifically  on  the  maintenance  issue,  I  think  what  we  discov- 
ered in  some  other  situations  is  that  maintenance  is  an  area  that 
could  be  contracted  out,  depending  on  the  capabilities  of  the  con- 
tract community,  and  certainly  these  are  not  done  without  a  very 
thorough  look  of  what  that  potentiality  is.  And  we  do  have,  though, 
some  examples  where  we  have  been  able  to  contract  out  mainte- 
nance of  systems  and  have  done  that  quite  satisfactorily.  We  can 
provide  you  more  detail  for  the  record  if  you  would  like. 

Mr.  McCloskey.  Yes.  I  would  be  curious,  Mr.  Milnes,  for  more 
detail  in  the  record  as  to  crisis  deployment  of  private  sector  em- 
ployees in  these  areas  such  as  aircraft  and  systems  maintenance. 

But  you  recall  during  the  Persian  Gulf  war  there  were  reports 
that  contract  employees  were  unwilling  to  go  to  the  field  to  support 
weapons  systems.  I  guess  if  I  wanted  to,  I  could  name  a  firm  on 
one  of  those  reports.  I  won't  for  the  record.  But  I  do  know  that  crit- 
ical maintenance  and  support  in  the  gulf  was  done  outstandingly 
by  Federal  employees,  some  of  them  from  my  own  area  of  Crane. 
Can  you  comment  on  this  concern — as  in  times  of  national  emer- 
gency and  private  sector  employees'  reluctance  to  deploy? 

Mr.  Milnes.  Mr.  Chairman,  I  don't  think  I  can  comment  directly 
on  that  specific  instance,  but  I  would  say  that  it  is  obviously  key 
for  the  strength  of  our  military  forces  that  we  be  able  to  deploy  and 
meet  the  objectives  of  the  national  defense  strategy.  So  these  are 
areas  that  we  have  to  look  at. 

Mr.  McCloskey.  Could  you  comment  in  writing  particularly  with 
a  couple  of  these  instances  when  we  have  the  names,  dates  and  lo- 
cations? 

Mr.  Milnes.  We  would  be  happy  to  look  at  the  specific  instances. 
Yes,  sir. 

Mr.  McCloskey.  OK. 
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Mr.  Stevens,  your  March  1994  report  had  a  number  of  examples 
of  contracted  functions  that  could  be  done  less  expensively  by  Fed- 
eral employees.  Can  you  comment  on  that  further? 

Mr.  Stevens.  Yes.  There  were  a  number  of  examples  there,  Mr. 
Chairman.  It  was  not — the  methodology  was  not  a  random  sample 
of  all  contracts,  so  it  is  not  something  that  can  be  generalized  to 
the  work  force  as  a  whole  or  even  to  the  agencies  themselves.  It 
does  show  that  there  are  a  variety  of  functions  that  in  particular 
cases  could  be  performed  more  cost  effectively  in-house.  There  were 
a  number  of  examples  of  that. 

But  it  is  also  true  that  there  are  a  number  of  cases  we  have  ex- 
amined particularly — not  so  much  in  the  advisory  and  assistance 
function  where  cost  studies  were  not  required  to  be  done  but  in 
other  kinds  of  service  contracting  where  it  is  working  out  quite  suc- 
cessfully. 

This  particular  report  did  show  that  there  are  some  on  the  other 
side,  too.  There  are  some  functions  that  are  done  by  contract  that 
could  indeed  be  done  more  cost  effectively  by  Federal  employees, 
and  emphasized  the  need  to  make  those  kinds  of  quite  specific  com- 
parisons on  a  case-by-case  basis. 

Mr.  McCloskey.  Mr.  Stevens,  within  DOD  we  found  that  artifi- 
cially and  arbitrarily  set  manpower  ceilings  have  impeded  our  need 
to  maintain  equipment  for  our  forces  deployed  around  the  world. 
And  when  Congress  appropriates  money  to  give  our  military  the 
equipment  they  need  we  are  told  that  the  work  can't  be  done  be- 
cause personnel  levels  are  capped.  What  needs  to  be  done  in  this 
area? 

I  might  say  in  passing  I  was  also  interested  in  your  previous 
comments  as  to  managing  by  workload  rather  than  personnel  ceil- 
ings. If  you  could  elaborate. 

Mr.  Stevens.  That  would  basically  be  our  response,  Mr.  Chair- 
man, and  it  is  one  that  the  National  Performance  Review  in  an- 
other section  of  its  report  has  also  endorsed. 

It  seems  to  us  that  any  time  you  restrict  any  particular  tool  for 
getting  work  done,  you  are  probably  not  going  to  be  able  to  choose 
the  most  effective  method  or  combination  of  methods  for  the  Gov- 
ernment to  get  its  work  done.  If  you  restrict  contracts,  I  think  that 
is  true,  and  if  you  restrict  the  ability  of  Federal  employees,  there 
are  going  to  be  situations  where  you  are  prevented  from  doing 
something  that  makes  sense  economically. 

So  I  think  to  the  extent  that  Federal  managers  can  be  given  a 
finite  amount  of  resources  but  flexibility  within  that  amount  as  to 
what  kinds  of  tools  they  bring  to  bear  on  the  job,  I  think  we  are 
going  to  get  more  effective  performance.  And  the  NPR  basically 
agreed  with  this  as  well. 

Mr.  McCloskey.  Mr.  Milnes — I  want  to  turn  to  my  colleagues 
momentarily.  What  is  the  written  guidance  DOD  is  giving  the  var- 
ious services  regarding  contracting  out? 

Mr.  MiLNES.  We  have  a  definite  policy  statement  and  a  circular 
and  also  a  detailed  instruction  which  we  can  provide  for  your  use, 
sir. 

Mr.  McCloskey.  I  would  appreciate  that. 

We  have  been  joined  by  Ben  Oilman,  not  a  member  of  the  sub- 
committee, but  a  distinguished  member  of  the  full  committee. 
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Mr.  Gilman,  would  you  have  an  opening  statement? 

Mr.  Oilman.  Thank  you,  Mr.  Chairman.  I  don't  have  any  opening 
statement.  I  just  want  to  commend  you  for  conducting  this  long 
overdue  hearing  on  the  effectiveness  of  contracting  out. 

I  think  in  the  past  we  have  seen  that  one  of  the  major  problems 
in  contracting  out  is  that  we  don't  do  enough  oversight  once  con- 
tracting out  has  been  established  to  make  certain  that  it  is  cost- 
effective  once  we  have  established  an  arrangement.  I  hope  that  we 
can  by  this  hearing,  that  we  will  also  encourage  more  effective 
oversight. 

So,  again,  I  want  to  thank  you,  Mr.  Chairman,  for  arranging  this 
timely  meeting  and  bringing — and  I  want  to  thank  our  witnesses 
for  their  views.  Thank  you,  Mr.  Chairman. 

Mr.  McCloskey.  Thank  you,  Mr.  Gilman.  Welcome  again. 

Ms.  Norton,  you  are  recognized.  Thank  you. 

Ms.  Norton.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Koskinen,  I  could  not  agree  more  with  you  and  with  Mr. 
Milnes  from  DOD  concerning  the  importance  of  a  process  which  is 
less  cumbersome  and  allows  people  to  get  their  work  done.  I  ran 
an  agency  in  the  Federal  Government  that  was — that  probably  had 
the  distinction  at  the  time  I  came  to  the  Government  of  being  the 
most  messed  up  agency  in  the  Government.  So  I  have  very  little 
patience  with  government  bureaucracy. 

The  concern  here,  of  course,  is  that  agencies  have  the  minimum 
information  to  know  that  contracting  out  is  the  best  thing  to  do 
under  all  the  circumstances,  and  I  think  that  is  the  way  I  would 
frame  it.  Cost  is  obviously  very  important,  but  the  Government  al- 
ways takes  into  account  factors,  other  factors  as  well. 

I  am  trying  to  see  the  difference,  first  and  foremost,  between 
what  the  Government  has  for  some  time  required  for  goods  and 
services  and  what  is  only  now  apparently  edging  up  to  require 
for — what  the  Government  has  required  for  some  of  the  commercial 
contracts  and  what  it  is  now  edging  up  to  require  for  service  con- 
tracts. 

Now,  I  notice,  for  example,  the  difference  in  language  in  the  Au- 
gust 4,  1983,  circular,  "Performance  of  Commercial  Contracts"  from 
the  0MB.  There  is  mandatory  language  that,  just  to  quote,  it  says, 
"whenever  commercial  sector  performance  of  a  government-oper- 
ated commercial  activity  is  permissible  in  accordance  with  this  cir- 
cular and  its  supplement,  comparison  of  the  cost  of  contracting  and 
the  cost  of  in-house  performance  shall  be  performed  to  determine 
who  will  do  the  work." 

I  like  that  wording,  by  the  way,  because,  you  know,  it  is  English. 
It  is  straightforward.  It  is  not  legalese. 

The  language  in  OMB's  August  19,  1994,  memo  is  far  more  per- 
missive: "In  those  instances  where  conversions  to  contract  may  be 
appropriate,  agencies  should  rely  on  the  cost  comparison  require- 
ments of  0MB  Circular  A-76,  where  applicable.  In  those  areas 
where  Circular  A-76  does  not  apply,  agencies  may  develop  alter- 
native cost  comparison  approaches  in  response  to  the  cost  compari- 
son requirements  of  section  5(g)  or  may  use  Circular  A-76  proce- 
dures." Where  applicable,  agencies  may  develop,  may  use  Circular 
A-76  procedures. 
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Could  you  make  me  understand  why  it  is  appropriate  to  allow 
agencies  the  option  of  deviating  from  the  only  standardized  cost 
comparison  procedures  we  have  at  the  moment? 

Mr.  KOSKINEN.  Yes.  A-76  covers  basically  all  commercial  work, 
but  there  are  exceptions.  The  two  major  exceptions  or  exemptions 
from  A-76  are  research  and  development  and  FTE  operations  in- 
cluding 10  or  fewer  employees;  5(g)  does  not  make  any  distinctions. 

So  when  the  guidance  went  out  from  0MB  it  was  noted  that,  to 
the  extent  that  A-76  applied,  that  was  the  cost  comparison  to  be 
used.  To  the  extent  A-76  does  not  apply,  the  agencies  were  given 
the  option  of  either  using  A-76  or  developing  other  programs  for 
cost  comparisons.  Either  way,  they  have  to  use  cost  comparisons. 

But  the  circular  itself  does  not  apply,  as  I  say,  to  research  and 
development  and  to  small  numbers  of  FTE's.  And  the  decision  was 
made  that  in  those  cases  the  agency  should  be  given  the  option,  to 
some  extent  because  it  is  obviously  for  a  small  number  of  employ- 
ees, it  would  be  useful  to  see,  and  we  required  them  under  the 
streamlining  plans  and  in  that  guidance  to  report  to  us  to  see  if 
there  were  different  and  improved  ways  in  this  very  limited  area, 
responsive  to  the  downsizing,  to  improve  on  the  way  we  do  cost 
comparison  studies. 

Ms.  Norton.  Agencies,  as  I  understand  it,  are  required  to  main- 
tain current  information.  I  would  like  to  know  what  you  are  going 
to  do  with  that  information.  Have  you — there  is  nothing  in  here  to 
indicate  that  0MB  will,  ever  on  a  spot-check  basis,  review  how  "^ 
these  agencies  are  coming  up,  particularly  those  with  their  own 
basis  for  contract  comparisons  or  whether,  for  example,  deviation 
from  A-76  should  in  fact  have  been  done.  What  will — how  will  you 
know  how  this  is  working? 

Mr.  KOSKINEN.  Well,  the  major  focus  right  now,  and  I  think  ap- 
propriately so — and  Mr.  Stevens  noted  this — is  what  is  the  impact 
of  the  downsizing  over  the  next  4  or  5  years  on  Government  effec- 
tiveness generally. 

And  I  think  one  of  the  things  to  bear  in  mind  and  that  is  signifi- 
cant is  that  the  contemplation  of  the  streamlining  plans  in  the 
NPR  initiatives  is  not  that  we  will  continue  to  do  the  same  amount 
of  work  in  the  same  way  and  simply  move  the  pieces  around  on  the 
chessboard.  The  NPR  initiatives  and  the  0MB  guidance  on  stream- 
lining make  it  very  clear.  What  we  are  looking  at  there  is  eliminat- 
ing work  entirely.  We  are  talking  about  increasing  significantly, 
doubling  the  span  of  control  of  supervisors.  We  are  talking  about 
very  significant  cuts  in  headquarter  staff  functions. 

And  one  of  our  reviews  as  these  plans  come  in,  and  looking  at 
plans  generally,  how  they  are  planning  to  meet  their  FTE  require- 
ments and  how  they  are  using  buyouts  is  to  ensure  that  in  fact  we 
are  restructuring  the  way  the  Government  performs  its  work. 

To  the  extent  we  are  allowing  the  agencies  to  do 
understreamlining  is  to  allow  them  to  work  from  one  area  to  an- 
other. We  will  not  have  accomplished  the  basic  thrust  of  the  Na- 
tional Performance  Review  and  the  streamlining  plans. 

So  we  have  given  very  consistent  guidance  to  the  agencies  and 
will,  in  our  reviews  of  the  budgets  right  now  in  which  streamlining 
reviews  will  be  an  integral  part  of  it,  make  it  clear  to  the  agencies 
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that  we  are  in  fact  looking  to  see  what  restructuring  they  have 
done  in  the  way  they  provide  their  services. 

Because  the  experience  in  the  private  sector  and  the  whole 
thrust  of  the  NPR  was  that  we  should  become  more  efficient  and 
more  effective  and  more  customer  oriented  in  our  ability  to  function 
at  the  Federal  level.  So  I  think  it  is  perfectly  appropriate  to  be  con- 
cerned that  if  all  that  happens  is  we  cut  the  FTE's  and  move  the 
work  out,  we  will  have  failed  in  the  basic  restructuring  of  these 
agencies,  and  that  is  not  what  we  have  in  mind. 

So  in  the  reports  on  the  streamlining  plans,  one  of  the  issues  we 
ask  for  is  what  use  are  you  using  of  buyouts,  what  use — and  how 
and  what  use  are  you  using  of  contracting  out  and  how.  And  that 
is  part  of  an  overall  review  in  which  we  are  trying  to  determine 
and  challenge  the  agencies  to  ensure  that,  when  the  dust  settles 
and  the  restructuring  is  done  and  the  downsizing  is  done,  that  we 
have  eliminated  unnecessary  work — or  as  some  people  call  it  old 
work — and  that  basically  what  we  have  provided  is  a  more  stream- 
lined and  more  effective  Federal  work  force. 

Ms.  Norton.  But  my  question  really  is,  will  you  in  fact  be  look- 
ing to  see  how  these  agencies  who  have  never  had  this  guidance 
before  are  in  fact  doing  cost  comparisons  since  there  is  very  permis- 
sive language  here  emd  there  is  no  experience  with  doing  this? 

I  understand  that  you  will  be  looking  to  see  if  they  are  becoming 
more  efficient  and  the  rest  of  it.  My  question  is  very  specific. 

On  August  19,  the  agencies  got  a  memo  which  was  different  from 
the  memos — they  had  very  different  language.  They  are  going  to 
know  it  is  different.  They  haven't  had  any  experience  in  service 
contracting.  What  I  want  to  know  is  how  you  will  know  whether 
or  not,  for  example,  they  were  correct  in  deciding  that  they  couldn't 
use  A-76  procedures  and  the  rest  of  it.  All  I  want  to  know  is,  is 
that  a  part  of  your  normal  process  that  you  are  going  to  be  carry- 
ing them  through  as  well? 

Mr.  KOSKINEN.  Yes.  We  do  get  reports,  and  we  will  monitor.  I 
would  stress  again,  as  we  talked  at  our  last  hearing,  that  service 
contracting  is  covered  by  A-76.  It  is  not  an  exclusion. 

The  exclusions  to  A-76  are  small  numbers  of  FTE's  under  10  or 
research  and  development.  Otherwise,  all  contracts,  all  contracting 
out  is  covered  by  A-76.  There  is  no  exception  for  service  contract- 
ing. 

Ms.  Norton.  Well,  I  recognize  that  there  is  no  service.  That  is 
why — I  mean,  there  is  no  difference.  That  is  why  I  read  the  dif- 
ference in  the  language. 

Mr.  KOSKINEN.  The  difference  in  the  language  is  a  very  good 
point,  as  I  noted,  but  the  difference  arises  to  cover  the  exceptions 
from  A-76,  to  make  it  clear  to  the  agencies  that  in  those  areas  that 
are  not  automatically  covered  by  A-76,  they  have  an  option.  They 
can  either  use  A-76  for  those  issues  or  they  can  develop  other  cost 
comparisons. 

But  those  are  only — the  guidance  there  is  to  reassert  that  either 
way,  even  when  there  is  an  exception  to  A-76,  under  5(g)  they  are 
required  to  do  a  cost  comparison.  And  under  the  streamlining  plans 
as  they  submit  them  to  us  they  are  required  to  tell  us  what  use 
they  are  using  of  contracting  out  as  part  of  their  streamlining,  and 
we  will  review  that. 
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Ms.  Norton.  Mr.  Stevens,  would  you  comment  on  that  state- 
ment? I  mean,  you  seem  to  indicate  that  there  were  service  con- 
tracts, consultants  contracts  and  a  large  number  of  them  that  were 
not  covered. 

Mr.  Stevens.  In  the  area  of  advisory  and  assistance  contracts, 
Ms.  Norton,  there  was  another  circular.  Circular  A-120,  which  ap- 
plied specifically  to  advisory  and  assistance  services,  about  a  $13 
million  item,  and  that  did  not  require  any  cost  comparisons.  It  was 
somewhat  in  conflict  with  another  law  that  was  passed  somewhat 
later  defining  consulting  services,  so  Circular  A-120  was  rescinded. 

And,  rather  indirectly,  because  there  was  no  longer  an  exception 
in  Circular  A-120,  it  was  more  or  less  assumed — I  don't  think  it 
was  ever  really  communicated  very  directly  that,  as  Mr.  Koskinen 
satisfies,  A-76  then  came  to  apply.  But  it  is  more  or  less  left  to 
agencies  to  discern  that  rather  than  the  subject  of  a  clear  and  un- 
ambiguous instruction  to  them  that  it  does  apply  and  that  they 
should  carry  out  cost  studies  on  advisory  assistance  contracts. 

Ms.  Norton.  Mr.  Koskinen,  wouldn't  we  all  be  better  off  if  that 
was  more  explicitly  and  specifically  communicated  to  agencies? 

Mr.  Koskinen.  Yes.  We  were  not  under — did  not  have  the  infor- 
mation that  it  was  not  clear.  And  to  the  extent  that  we  determine 
that  there  is  unclarity,  we  have  no  difficulty  there  in  ensuring 
through  this  testimony  and  through  guidance  that  A-76  does  apply 
in  those  areas. 

Ms.  Norton.  If  anyone  who  has  got  to  vote  on  the  rule  wants 
to  ask  questions  before  they  go  to  vote,  I  would  be  glad  to  defer  to 
anyone  who  would  like  to  do  so. 

Mrs.  Morella,  Mr.  Oilman. 

Mrs.  Morella.  I  really  wanted  to  just  make  a  statement  and  in- 
dicate that  although  we  are  coming  to  the  end  of  this  session  I 
think  it  is  appropriate  that  we  talk  about  contracting  out  and  its 
effect  as  we  continue  with  the  buyouts.  It  is  something  I  have  had 
a  concern  about  for  many  years. 

And  I  recall  at  NIH  when  we  had  the  radiology  department  prob- 
lem with  the  whistleblowing  where  people  who  were  employed 
there  were  then  left  and  were  employed  by  the  contractor  to  do  the 
same  kind  of  work. 

I  have  a  concern  that  it  leads  to  a  lack  of  sensitivity  about  the 
people  that  are  being  served,  and  the  problem  with  contractors 
making  exceedingly  large  amounts  of  money,  whereas  the  people 
who  are  working  for  them  are  really  not  seeing  any  benefit  of  it 
also,  the  inefficiency. 

And  I  find  that  in  looking  ahead  at  some  of  the  other  reports  of 
people  who  will  be  testifying  that  0MB  found  that  service  contracts 
are  the  fastest  growing  area  of  government  procurement. 

I  think  it  is  important  in  that  context  that  we  look  to  the  OAO 
report  and  the  testimony  before  us  in  terms  of  what  we  can  do  to 
make  it  rare,  safe  and  legal  under  certain  circumstances,  as  they 
say.  So  I  will  have  a  few  questions  I  would  like  to  have  inserted 
in  the  record  for  you  to  respond  to  in  terms  of  the  kind  of — for  in- 
stance, with  OAO,  the  kind  of  flexibility  that  you  indicate  that  is 
needed  in  not  being  constrained  by  arbitrary  personnel  ceilings. 
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But,  in  general,  I  appreciate  you  coming  before  us  and  the  whole 
concept  of  reflecting  our  concern  about  Federal  contracting.  Thank 
you. 

Ms.  Norton  [presiding].  I  just  want  to  say  for  the  record,  Mr. 
Koskinen,  whether  I  press  my  bill  will  depend  upon  whether  this 
language  is  clarified.  I  am  not  for  enacting  laws  just  to  be  enacting 
laws.  I  moved  on  these  three  bills  because  there  was  no  action  from 
0MB,  and  to  the  extent  that  there  is  room  for  agencies  either  to 
wonder  or,  God  forbid,  manipulate,  I  would  feel  constrained  to 
move  forward  in  the  next  session  and  do  believe  these  bills  would 
get  a  good  reception  in  the  104th  Congress. 

Let  me  point  you  to  the  May  23,  1994,  written  response  of  Alice 
Rivlin  to  a  question  that  was  submitted  by  my  subcommittee.  She 
indicated,  and  I  am  quoting  now,  "0MB  is  considering  a  number 
of  revisions  to  the  circular,  meaning  A-76,  including  the  applica- 
tion of  cost  comparison  requirements  to  advisory  and  assistance 
contracts." 

Is  this  memo  of  August — what  is  that?  The  memo  of  August  19, 
the  response  to  that?  I  am  sorry.  That  one  is  about — the  memo  of 
August  19  speaks  only  to  the  buyout.  I  am  still  waiting  for  the 
broader  review  that  was  promised.  What  is  the  status  of  the  effort 
to  revise  the  circular? 

Mr.  Koskinen.  We  are  continuing  to  look  at  it.  There  are  a  num- 
ber of  issues  that  have  been  raised,  and  Mr.  Milnes  has  raised 
those.  The  bulk  of  the  questions  about  A-76  have  been  in  terms  of 
the  process  and  the  procedures  in  trying  to  make  it  applicable. 

The  issue  is  not  that  the  procedures  do  not  work,  that  we  do  not 
collect  adequate  data.  The  problem  is  that  in  some  cases  agencies 
have  found  that  it  takes  substantial  amounts  of  time  to  collect  data 
that  may  be  overkill  in  some  cases.  So  we  are  reviewing  that. 

We  are  reviewing,  as  I  noted,  to  see  what  happens  under  the 
streamlining  plan  and  under  the  buyouts  in  terms  of  how  people 
respond,  in  terms  of  what  the  range  of  revisions  in  A-76  are. 

But,  again,  I  would  state,  many  of  the  issues — ^there  are  kind  of 
two  levels  of  issues.  One  is  how  we  can  make  it  more  efficient — 
I  guess  maybe  three. 

One  is  to  make  sure  there  is  clarity.  And  maybe  that  is  the  most 
important  thing,  to  make  sure  that  everyone  understands  to  what 
A-76  applies.  And  most  of  the  questions  have  been  in  the  area  of 
clarity  of  application  and  ease  of  administration  and  application. 
And  I  think  we  are  clearly  now,  after  today's  hearing,  even  more 
aware  of  that,  that  there  is  no  difficulty  in  trying  to  make  sure  that 
what  we  think  is  clear  everybody  else  understands  is  clear. 

Ms.  Norton.  So  that  you  are  still  intending  revisions  to  Circular 
A-76,  written  revisions  to  Circular  A-76? 

Mr.  Koskinen.  Yes.  At  this  point,  what  we  are  trying  to  do, 
though,  is  figure  out  what  the  nature  of  those  revisions  ought  to 
be  and  the  form  in  which  they  ought  to  be  made. 

As  I  say,  the  bulk  of  the  questions  have  not  gone  to  the  heart 
of  A-76  or  the  validity  or  the  concept.  So  there  are  different  ways 
that  we  can  proceed  on  that  that  we  are  trying  to  evaluate.  But  we 
have  gotten  various  input  from  various  agencies  about  their  experi- 
ence, and  we  expect  to  have  a  riiuch  clearer  view  of  what  we  are 
doing  now,  because  we  are  committed.  And  I  think,  as  GAO  has 
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noted,  that  the  important  thing  here  is  to  make  sure  that  we  pro- 
vide services  in  the  most  efficient  and  effective  way  possible. 

Ms.  Norton.  Do  you  think  this  process  will  be  completed  by  the 
opening  of  the  104th  Congress? 

Mr.  KOSKINEN.  I  think  once  we  engage  in  the  public  comment  pe- 
riod and  the  interest  in  this,  if  we  move  it  through  the  public  com- 
mentary, it  will  be  unlikely.  It  will  be  a  lengthy  process. 

Ms.  Norton.  Well,  public  commentary  will  mean  you  have  com- 
pleted your  work. 

I  am  really  trying  to  ascertain — as  I  say,  I  am  not  in  the 
lawwriting  business  to  be  writing  laws.  I  prefer  whatever  is  the 
most  expeditious  and  efficient  way  of  doing  these  things. 

Essentially,  0MB  had  managed  to  do  things  like — at  least  what 
some  of  my  legislation  would  do — through  its  circulars.  I  moved  on 
this  legislation  only  because  there  is  this,  what  appears  to  be  some 
kind  of  sacred  cow  out  there.  And  I  know  it  is  not  a  sacred  cow  to 
0MB.  I  am  sure  it  is  not.  But  the  fact  is  that,  functionally,  it  has 
been.  So  somebody  has  got  to  move  this  thing.  If  by  the  104th  Con- 
gress there  are  clarifications,  it  would  make  it  less  likely  that  legis- 
lation would  be  necessary. 

Mr.  KOSKINEN.  I  appreciate  that,  and  we  will  certainly  bear  that 
in  mind.  But  I  am  not  able  at  this  time  to  give  you  a  firm  commit- 
ment that  we  will  have  all  of  our  work  done  by  the  start  of  that 
Congress,  but  we  will  clearly  keep  you  advised  of  how  we  are  doing. 

Ms.  Norton.  We  would  appreciate  that.  Certainly  going  to  public 
comment  would  mean,  as  far  as  I  am  concerned,  that  you  had  done 
your  work,  even  though  revisions  might  be  necessary. 

In  that  same  regard,  I  note  the  kind  of  information  that  you  al- 
ready require  of  agencies  and  am  very,  very  sjonpathetic  with  the 
notion  of  requiring  minimum  information  to  do  the  job  and  requir- 
ing all  of  it  at  one  time  so  that  people  aren't  going  back  and  having 
to  keep  fishing  out  information  time  after  time. 

Now,  agencies  are  already  required  to  report  on  their  contracting 
activities  to  the  GSA  Federal  Procurement  Data  Range  Center.  I 
note  some  of  the  information  that  they  have  to  report;  number  of 
agency  contracts,  the  amount  that  the  agencies  spent  on  them,  the 
geographic  distribution  of  the  spending  and  many  more. 

This  leads  me  to  ask  about  another  one  of  my  bills,  H.R.  4487, 
where  I  would  have  the  Government  determine  the  number  of  per- 
sons employed  by  service  contractors  and  report  this  to  Congress. 
It  would  appear  that  you  already  have  a  system  that  you  could 
simply  put  this  into  and  capture  this  data.  Would  you  not  agree, 
in  light  of  your  concern  with  efficiency,  that  all  you  would  have  to 
do  is  to  put  another  notch  in  the  computer  and  this  information 
could  be  easily  collected? 

Mr.  KOSKINEN.  Well,  that  is  the  issue,  is  whether  it  is  easily  col- 
lected. One  of  the  major  questions  there  is  how  you  define  who  is 
an  employee,  and  one  of  the  issues  is  that  the  data  collection — the 
information  we  have  is  not  straightforward  and  simple.  The  ques- 
tion is  whether  you  can't — people  in  the  contractors  or  in  the  sub- 
contractors or  at  what  level  do  people  in  large  organizations 

Ms.  Norton.  Why  in  the  world  would  we  want  to  leave  out  the 
subcontractor? 
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Mr.  KOSKINEN.  The  only  problem  you  have  is  you  begin  to  have 
contractors  that  are  performing  a  range  of  work  for  a  range  of  dif- 
ferent clients.  The  question  is  a  very  complicated  allocation  of  head 
count  in  terms  of  which  contracts  are  they  working  on  and  for  what 
portions  of  their  time. 

Ms.  Norton.  I  am  sjrmpathetic  with  the  notion  that  you  wouldn't 
want  to  get  people  into  factoring  in  and  factoring  out  various  jobs. 
You  are  actually  correct.  Nevertheless,  it  does  seem  to  me  that 
0MB  could  find  a  way  to  simplify  the  information  we  want  or  at 
least  to  look  at  whether  there  was  a  way  to  simplify  the  informa- 
tion we  need. 

Mr.  KOSKINEN.  Well,  as  I  say 

Ms.  Norton.  Government  contractors — I  mean,  I  am  very  much 
open  to  how  0MB  thinks  it  should  be  done.  What  I  am  not  open 
to  is  that  the  information  is  irrelevant.  For  example 

Mr.  KOSKINEN.  I  am  not  saying  it  is  irrelevant.  The  question  is 
a  cost  benefit  of  collecting  it. 

Ms.  Norton.  That  is  the  question.  That  is  the  question.  That  is 
why — and  here  you  might  want  to  yourselves  have  conversations 
with  the  agencies  and  with  GAO. 

For  example,  it  might  be  that  we  ought  to  collect  that  informa- 
tion where  the  contractor  is  wholly  supported  by  the  taxpayers  of 
the  United  States  of  America,  not  by  others  for  whom  there  is  less 
than  X  amount  of  the  work  that  comes  from  Federal  funds. 

I  mean,  those  are  all  reasonable  questions,  and  the  questions 
that  you  raise  about  cost  benefit  are  entirely  the  correct  questions 
to  ask.  Nevertheless,  it  seems  to  me  that  at  some  level,  with  Fed- 
eral expenditure  and  Federal  involvement  with  a  contractor,  the 
Government  has  an  interest  and  a  right  to  know  how  many  folks 
out  there  are  doing  the  work,  especially  since  there  are  contracts 
where  people  are  doing  work  that  is  the  very  same  work  as  is  done 
on  the  inside.  And  just  having  that  information  gives  us  another 
reason,  another  way  to  compare  for  efficiency  purposes,  how  work 
is  done  on  the  outside  and  how  it  is  done  on  the  inside. 

Mr.  KOSKINEN.  As  I  say,  that  also  is  a  question  in  terms  of  what 
do  you  do  with  the  information  when  you  have  it.  The  issue  with 
contractors  is,  obviously,  as  we  move  more  and  more  toward  per- 
formance contracting,  is  it  is  up  to  the  contractor  to  decide  how  to 
array  its  forces. 

Ms.  Norton.  I  am  not  talking  about  array  now.  I  am  talking 
about  number.  And  I  am  talking  about  clarifying  which  kinds  of 
contracts  it  makes  sense  to  know  this  information  about  and  which 
it  may  not  make  sense  to  know  this  information  about.  And  I  am 
saying  do  you  agree  that  there  might  be  some  contracts  that  it 
would  be  useful  to  have  this  information  about,  service  contracts? 

Mr.  KOSKINEN.  I  agree  there  will  be  some  contracts  that  it  will 
be  easier  to  collect  it.  I  don't  think  our  comparison  even  now  on  the 
cost  comparison  entails  a  question  of  whether  it  takes  more  or 
fewer  employees  to  do  the  work.  The  question  is  what  is  the  cost 
of  doing  the  work. 

So  that  I  think  when  we  get  done  knowing,  even  in  the  context 
where  we  could  collect  relatively  easily  the  number  of  employees, 
I  don't  know  when  we  get  done  with  that  if  the  issue  is  what  is 
not  the  cost  of  the  work  but  the  number  of  employees  doing  it. 
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Ms.  Norton.  First  of  all,  I  would  find  it  very  interesting  to  know 
if  somebody  was  costing  the  Grovemment  less  with  more  or  with 
less  employees.  I  mean,  I  don't  know  about  you,  Mr.  Koskinen,  but 
I  would  find  that  very  interesting  to  know. 

If  we  are  interested  in  efficiency  now — part  of  the  reason  for 
wanting  this  data  is  your  professed  desire  to  make  this  Govern- 
ment all  efficient.  Well,  if  we  are  going  to  make  it  efficient,  it 
seems  to  me  that  that  kind  of  data  is  not  irrelevant.  The  GAO 
talks  about  noncost  factors  to  be  incorporated  into  a  cost  compari- 
son, for  example. 

Perhaps  I  should  ask  Mr.  Stevens  his  view  of  this  question  I 
have  been  asking  Mr.  Koskinen. 

Mr.  Stevens.  Well,  a  good  example  would  be  whether  the  func- 
tion is  long  term  or  not.  It  certainly  wouldn't  make  sense  to  bring 
out  Federal  work  force  for  a  function  that  was  likely  to  be  of  a 
short  duration.  When  timeliness  is  very  important,  it  can  be  a  fac- 
tor of  if  there  is  no  curve,  if  a  contractor  can  step  right  in,  do  a 
job.  And  that  would  obviously  be  a  noncost  factor  but  one  that 
could  be  important  in  any  particular  decision. 

Ms.  Norton.  I  would  like  to  ask  Mr.  Milnes. 

Congress  recently  completed  action  on  the  DOD  authorization 
bill.  It  contains  a  provision  requiring  DOD  to  conduct  a  standard- 
ized cost  comparison  analysis  on  the  use,  as  you  have  testified,  of 
in-house  Federal  civilian  employees  versus  private  contractors  be- 
fore contracting  for  consultant  or  advisory  and  assistance  services. 
What  was  your  position  on  that?  What  was  DOD's  position  on  that? 

Mr.  Milnes.  I  am  not  familiar  exactly  with  the  position  we  took 
prior  to  the  passage  of  that  particular  position.  However,  we  are 
obviously  obligated  to  effect  its — effect  it  now  that  it  is  passed  into 
law. 

Ms.  Norton.  What  was  OMB's  position  on  that  provision,  Mr. 
Koskinen? 

Mr.  Koskinen.  I  don't  know  what  our  position  was  either.  It  did 
not  come  to  my  attention  as  it  was  going  through.  But,  again,  I 
think  to  the  extent  it  is  now  included  in  the  statute  obviously  we 
all  stand  committed  to  enforce  it. 

What  percentage  of  government  contracting  for  services  is  done 
by  DOD? 

Mr.  Milnes.  Ms.  Norton,  I  will  have  to  provide  that  for  the 
record. 

Ms.  Norton.  I  wish  you  would. 

What  percentage — I  would  also  like  to  know  what  percentage  of 
DOD  service  contracts  are  advisory  and  assistance  contracts,  if  you 
will  provide  that  for  the  record. 

Mr.  Milnes.  Be  happy  to. 

Ms.  Norton.  Will  the  cost  comparison  requirements  of  the  Cir- 
cular A-76  be  used  for  this  standardized  process? 

Mr.  Milnes.  I  think  clearly  that  is  a  question  that  I  think  you 
asked  in  a  different  form  a  little  bit  earlier,  and  it  depends  in  part 
on  the  way  in  which  0MB  interprets  that  particular  provision.  But, 
in  general,  I  think  we  are  looking  for  ways  to  streamline  the  way 
we  do  these  cost  comparisons. 

Cost  issue  is  at  the  heart  of  the  matter,  because  it  is  really — 
what  we  are  looking  for  are  ways  to  complete  the  work  that  we  al- 


26 

ready  know  that  we  have  to  do.  I  mean,  that  is  I  guess  the  first 
step  in  all  of  this  is  to  make  sure  that  the  work  that  we  are  doing 
is  vital. 

I  think  part  of  the — as  has  already  been  testified  to,  it  is  vital 
for  us  in  an  era  where  the  budgets  are  being  reduced  and  we  are 
going  through  a  general  restructuring  that  we  look  very  carefully 
at  the  kind  of  work  that  we  do.  Once  having  determined  that  it  is 
an  essential  function  that  must  be  done  by  the  Government,  or 
done  through  the  Government,  then  the  question  would  be,  can  we 
do  it  more  effectively  or  efficiently  by  contracting  out? 

To  do  that,  we  need  to  clearly  zero  in  on  the  cost.  That  has  been 
really  one  of  our  more  challenging  areas.  Because,  unfortunately, 
the  way  in  which  the  Department  of  Defense — and  I  am  sure  we 
are  not  alone  in  this — captures  the  cost  is  really  driven  more  to- 
ward how  we  pay  our  bills  as  opposed  to  keeping  track  of  how  we 
do  our  business.  And  we  are  having  to  go  through  a  fairly  signifi- 
cant rethinking  and  restructuring  in  order  to  capture  cost. 

Right  now,  as  a  part  of  our  effort  to  establish  more  activity  cost- 
ing, we  are  bringing  more  and  more  activities  on  line  where  we  can 
see  more  visibly  what  the  cost  of  doing  that  is. 

But  I  would  say  that,  in  general  and  across  the  board,  it  is  a  very 
hard  number  to  come  by,  and  we  have  to  almost  reverse  engineer- 
ing when  we  try  to  go  through  one  of  these  cost  comparisons,  so 
that  is  a  challenge  for  us. 

I  should  also  add  that  it  is  really  the  heart  of  our  survival  to  be 
able  to  be  more  effective.  There  is  no  way  that  we  can  continue  to 
maintain  a  strong  defense  of  the  Nation  without  significantly 
changing  the  way  in  which  we  provide  that  very  key  service  to  the 
country. 

Ms.  Norton.  So  you  think  it  is  worthwhile  to  try  to  capture  it, 
to  go  through  the  process  of  trying  to  capture  these  costs  you  have 
not  had  to  capture  before? 

Mr.  MiLNES.  I  think  we  need  to  know  what  our  costs  are.  That 
is  very  important  before  we  make  any  kind  of  determination  as  to 
whether  it  is  more  effective  to  contract  out. 

How  we  do  that  is  really  the  issue  that  is  before  us.  If  we  had 
the  kind  of  data  available,  then  we  would  do  it  readily.  But  those 
kinds  of  data  we  almost  have  to  construct  from  scratch.  We  have 
to  add  interpretations  to  the  meaning  of  that  data.  We  have  to  ba- 
sically engineer  that  data. 

So  those  cost  comparisons  have  been  one  of  the  more  challenging 
parts  of  the  program  and  one  for  which  we  are  looking  for  alter- 
native ways  to  reveal  those  costs. 

Ms.  Norton.  Yet  it  is  hard  to  believe  that  private  business  would 
willy-nilly  contract  out  without  trying — without  having  some  notion 
of  these  factors. 

Mr.  MiLNES.  Oh,  absolutely.  I  think  that  I  wouldn't  characterize 
what  we  have  done  so  far  as  willy-nilly  contracting  out.  We  have 
had  to  look  at  carefully  which  ones  we  contract  out. 

If  you  really  look  at  it  in  the  cold  light  of  day,  we  do  not  contract 
out  as  far  as  a  percentage  of  our  work — I  need  to  provide  that  for 
the  record.  It  is  not  a  significant  percentage  that  we  are  contract- 
ing out.  Most  of  our  work  is  still  done  in-house,  and  I  think  that 
is  one  of  the  premises  that  we  have  to  challenge.  We  have  to  chal- 
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lenge  the  way  we  have  been  doing  it  because  if  we  continue  to  do 
it  the  way  we  have  done  we  are  not  going  to  be  able  to  meet  our 
budget  and  accompUsh  what  the  country  has  asked  us  to  do. 

Ms.  Norton.  Mr.  Stevens,  you  comment  that  agencies  should 
consider  noncost  factors  such  as  the  length  or  nature  of  the  work 
in  question.  How  might  these  noncost  factors  be  incorporated  into 
a  cost  comparison?  Have  you  done  any — has  GAO  done  any  work 
to  try  to  ascertain  that? 

Mr.  Stevens.  We  really  haven't,  Ms.  Norton.  I  don't  pretend  that 
that  is  easy  to  define.  I  think  it  would  be  quite  difficult  in  some 
cases,  and  I  think,  ultimately,  it  is  going  to  get  down  to  matters 
of  judgment  that  third  parties  could  very  well  feel  are  questionable. 

An  example  that  comes  to  mind  is  audiovisual  services  which  we 
do  a  bit  of  at  GAO.  We  have  a  small  operation  that  does 
videotaping  for  internal  purposes  and  so  forth  and  could  handle  ex- 
ternal audiovisual  productions  as  well. 

A  question  could  arise,  however,  whether  they  could  do  that  as 
well  as  real  pros  in  the  field.  I  mean,  these  are  people  who  are  pri- 
marily paid  much  less,  maybe  a  tenth  as  much  perhaps  as  people 
who  do  this  for  a  living  in  the  commercial  world,  and  you  know, 
while  they  could  get  something  on  film,  there  really  is  a  question 
of  whether  it  would  be  of  sufficient  quality  for  some  of  our  external 
purposes.  I  don't  know  the  answer  to  that.  It  is  just  a  difficult 
question. 

Ms.  Norton.  But  you  do  recommend  that  OMB  require  agencies 
to  adequately  document  decisions  not  to  do  cost  comparisons.  Have 
you  thought  about  what  kinds  of  factors  should  be  evidence  in  such 
documentation? 

Mr.  Stevens.  Well,  certainly,  such  as  the  examples  I  gave  a  mo- 
ment or  two  ago.  If  the  function  is  going  to  be  of  short  duration 
and  not  one  in  which  a  permanent  work  force  makes  any  sense, 
then  documentation  of  that  fact  ought  to  be  sufficient  to  say  that 
simple,  short-term  cost  considerations  are  not  relevant,  and  there 
is  no  need  to  calculate  them. 

Ms.  Norton.  Now,  OMB  has  maintained  that  since  there  won't 
be  budget  for  spending  on  contracting,  perhaps  there  is  not  much 
of  a  problem  here.  Yet  you  have  spoken  about  ceiling  limits,  re- 
stricted ceilings  that  led  people  to  contract  out  in  the  past.  Do  you 
think  that  the  tight  budgets  have  cleaned  up  the  problem  of  substi- 
tution of  employees — contract  employees  with  bought-out  employ- 
ees? 

Mr.  Stevens.  It  is  hard  to  believe  that  that  would  be  the  case. 
When  you  have  firm  numbers  limiting  one  particular  option,  that 
is.  Federal  personnel,  unfirm  numbers  providing  whatever  limits 
there  are  on  another  option,  which  is  spending  money  for  contracts 
of  another,  it  seems  to  me  that  the  one  where  the  firm  numbers 
can  be  referred  to  are  more  likely  to  be  restricted  than  the  options 
that  are  somewhat  more  nebulous  and  interchangeable  with  other 
functions. 

And  we  would  say  that  taking  the  overall  number,  which  should 
be  the  dollar  number,  and  allowing  agencies  to  choose  the  best  mix 
of  services  and  tools  within  that  is  most  likely  to  come  up  with  the 
optimum  and  most  cost-effective  solution. 

Ms.  Norton.  Mr.  Koskinen,  what  do  you  think  of  that  notion? 
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Mr.  KOSKINEN.  I  don't  think  I  have  any  disagreement  with  GAO. 
That  is,  if  all  we  are  doing  is  taking  the  same  amount  of  work  and 
doing  it  the  same  way  and  just  trying  to  figure  out  if  it  is  pushing 
it  down  there  and  bringing  it  up  over  there,  it  will  come  up  over 
there  is  exactly  right. 

But  the  whole  function  of  the  streamlining  is  not  a  numbers-driv- 
en exercise.  If  it  becomes  one,  the  analysis  is  exactly  right,  that  the 
answer  here  has  to  be  that  we  restructure  the  way  the  Gk)vernment 
functions,  that  we,  in  fact,  eliminate  positions,  not  transfer  them 
somewhere  else,  and  that  the  net  result  be  a  leaner,  more  respon- 
sive and  more  effective  Government. 

Ms.  Norton.  Well,  there  have  already  been — there  have  already 
been  allegations  that  even  now,  even  early,  there  is  contracting  out 
of  bought-out  employees'  work.  Given  what  you  have  just  said,  that 
the  point  was  to  do  permanent  downsizing  and  to  increase  effi- 
ciency, surely  you  would  have  no  objection  to  a  restriction  saying 
that  you  can't  do  with  contracting  out  money  what  you  couldn't  do 
with  straight-out  money  for  civil  servants.  I  mean,  what  could  be 
the  possible  objection  to  that,  given  your  own  statement  of  objec- 
tive? 

Mr.  KOSKINEN.  Well,  we  had  a  long  discussion  about  this,  as  you 
will  recall,  2  weeks  ago.  And  my  position  then  and  continues  to  be 
is  that  that  is  an  arbitrary  way  of  dealing  with  it  and  another  re- 
striction on  limitation  in  trying  to  allow  the  agencies  flexibility  on 
doing  their  work. 

Because  in  some  cases  on  the — particularly  on  buyouts,  what  you 
are  doing  is  you  are  eliminating  work  in  one  area  and  moving  it 
to  another  area,  and  you  are  moving  people  around.  And  if  you  now 
say,  well,  the  minute  you  have  a  buyout  or  you  eliminate  a  person 
in  one  area  you  cannot  contract  that  out,  you  in  fact  eliminate  the 
flexibility  of  an  agency  to  restructure  its  work  force. 

Ms.  Norton.  Wait  a  minute.  You  said  that  you  certainly  can't 
get  another  civil  servant  to  do  it,  and  now  you  are  saying,  however, 
maybe  you  could  get  a  bought-out  employee  to  do  it?  You  have  al- 
ready said  for  5  years  you  folks  can't  come  back  and  you  can't — 
you  are  gone  and  that  is  it.  The  downsizing  on  that  side  is  perma- 
nent. The  272,000,  that  is  it.  But  you  are  saying  that  maybe  a 
bought-out — an  employee  from  somewhere  else  should  be  doing 
that  work. 

Mr.  KOSKINEN.  What  I  am  just  saying  is  I  think,  just  as  with 
GAO,  I  think  the  more  arbitrary  restrictions  we  put  on  this,  the 
more  we  will  limit  the  flexibility  of  the  agencies  to,  in  fact,  try  to 
refine  their  mission  and  the  way  they  accomplish  it,  and  I  think 
that  would  be  a  mistake. 

Ms.  Norton.  Well,  I  don't  know  why  we  approach  this  by 
downsizing  in  the  first  place  then. 

Mr.  KOSKINEN.  By  saying  that  the  Government  ought  to  restruc- 
ture the  way  it  works,  it  ought  to  become  more  efficient.  And  the 
way  to  do  that  is  not  simply  to  eliminate  numbers.  It  is,  in  fact, 
to  reconsider  the  entire  way  you  perform  your  functions.  And  when 
you  get  done  with  that  you  will  have  a  series — in  a  lot  of  places 
very  different  functions  and  in  a  lot  of  places  the  expectation  is  far 
fewer  functions. 
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Ms.  Norton.  Will  we  know  whether  or  not  somehow — at  the  end 
of  the  day,  will  we  know  whether  we  have  an  employee  of  a  dif- 
ferent sort  from  a  different  place,  perhaps  more  efficiently  doing 
the  work  that  the  bought-out  employee  no  longer — that  the  civil 
servants  no  longer  do? 

Mr.  KOSKINEN.  We  will  be  able,  when  we  get  through  with  the 
streamlining  plans,  to  identify  exactly  where  the  employees  were 
when  they  started,  where  those  functions  went  and  where  they  are 
now.  Some  of  those  functions  will  not  be  being  performed.  Some  of 
them  will  be  redefined.  Some  of  the  functions  will  be  done  in  a  very 
different  way  than  they  are  now. 

Ms.  Norton.  I  believe  this  gets  us  back  to  where  the  chairman 
and  I  were  and  I  am  afraid  where  the  GAO  was  last  week,  which 
is  that  the  number  was  reached  before  any  work — and  I  still  have 
not  seen  any  detailed  work.  And  we  still  haven't  seen  any  agency 
work. 

The  fact  is  that  this  number  and  this  amount  has  been  parceled 
out  agency  by  agency,  and  as  the  GAO  itself  testified  and  as  there 
has  been  no  evidence  to  the  contrary  presented  here  to  any  of  these 
committees,  nobody  sat  down  before  the  buyouts,  before  the  num- 
bers were  reached  for  the  agency  and  said:  "This  is  the  amount  of 
work  that  needs  to  be  done;  this  is  the  number  of  employees  that 
need  to  do  it;  and  that  is  why  we  are  eliminating  these  employees 
over  here."  I  still  have  seen  no  evidence  of  that. 

Mr.  KOSKINEN.  We  had  a  long  conversation,  as  you  have  referred 
to,  about  this  before,  and  I  don't  think  it  is  productive  to  repeat  all 
of  that  here,  but  let  me  just  say  the  bottom  line  is  that  the  num- 
bers were  not  arbitrary. 

The  National  Performance  Review — ^you  may  disagree  with  their 
analysis — has  an  analysis  as  to  how  they  arrived  at  the  overall  fig- 
ure for  the  Government  downsizing  and  the  specific  goals  that  they 
have  for  it:  cutting  headquarters  staff,  increasing  the  range  of  su- 
pervisor, delayering  the  Government.  Those  allocations  then  were 
reviewed  and  made  by  agencies. 

The  major  differences  were  in  agencies  like  the  Department  of 
Energy  where  in  fact  Energy  made  a  strong  case  that  they  should 
be  contracting  in,  their  streamlining  plan  allows  them  to  do  so, 
that  they  will  take  cuts — cuts,  if  you  look  at  the  allocations,  vary 
significantly  from  agency  to  agency. 

Ms.  Norton.  I  would  just  note  for  the  record,  because  I  disagree 
profoundly  with  Mr.  Koskinen,  that  anybody  sat  down  in  these 
agencies,  figured  out  the  work  to  be  done  and  then  matched  it  with 
employees. 

Mr.  Koskinen.  I  did  not  say  that.  I  said  that  actually  the  Na- 
tional Performance  Review  lays  out 

Ms.  Norton.  I  know  what  you  said,  Mr.  Koskinen.  I  understand 
what  you  said.  You  have  given  the  best  case  for  what  in  fact  hap- 
pened. The  best  case  for  what  in  fact  happened  is  not  what  should 
have  happened. 

The  GAO  testified,  and  I  agree  with  them,  that  if  you  were  in 
General  Motors  or  some  place  making  cars,  you  would  not  simply 
say  what  I  want  is  300,000  bodies.  You  would  have  to  figure  out 
first  whether  you  could  make  enough  cars  and  sell  enough  cars 
with  the  bodies  that  were  left,  and  you  would  be  forced  by  the  bot- 
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torn  line  to  sit  down  and  figure  that  out  department  by  depart- 
ment. 

You  have  not  done  that,  and  it  is  the  greatest  fear  of  this  com- 
mittee that,  when  all  is  said  and  done,  we  will  end  up  with  what- 
ever is  left — with  overworked  Federal  employees,  with  people 
screaming,  screaming  at  the  top  of  their  voices,  that  they  want  to 
do  contracting  out  because  they  can't  do  the  work  that  has  to  be 
done. 

All  of  this  stuff  is  going  to  loosen  up  because  the  preparatory 
work,  agency  by  agency,  the  hard  work,  the  grunt  work,  the  brain 
work  of  figuring  out  how  many  people  are  necessary  to  do  the  unit 
of  work  simply  has  not  been  done.  And  I  simply  want  to  say  for 
the  record  that  what  you  say  has  been  done  is  fine,  but  it  does  not 
nearly  go  to  the  point  that  this  committee  has  consistently  raised. 

Thank  you,  Mr.  Chairman. 

Mr.  McCloskey  [presiding].  Thank  you,  Ms.  Norton. 

I  might  say  I  hope  we  get  our  remaining  witnesses  in  within  say 
an  hour,  an  hour  and  10  minutes,  so  we  will  have  to  move  along. 

But  since  I  also  serve  on  the  Armed  Services  Committee,  I  would 
like  to  bounce  something  off  of  Mr.  Milnes  and  maybe  ask  for  a 
comment  on  it  from  Mr.  Stevens.  But,  Mr.  Milnes,  DOD's  own  re- 
ports show  that  there  is  50  percent  cost  growth  in  repairs  after 
contracting  out.  Prices  charged  by  original  equipment  manufactur- 
ers for  similar  work  done  in-house  was  double.  If  there  is  a  funding 
problem  in  DOD,  why  are  we  in  a  pattern  resulting  in  such  fig- 
ures? 

I  note  also  that  Chairman  Dellums  on  the  Armed  Services  Com- 
mittee is  increasingly  concerned  with  efficiency  and  equity  in  con- 
tracting out,  and  the  committee  has  asked  that  the  DOD  IG  audit 
20  percent  of  DOD  contractors,  and  I  guess  we  await  that  report. 
But  Mr.  Dellums  has  advised  me  to  mention  that  he  will  continue 
pursuing  this. 

But  I  guess  that  is  a  pretty  strong  statement,  analytically  speak- 
ing, that  the  cost  efficiencies  often  aren't  there. 

Mr.  Milnes.  Mr.  Chairman,  I  think  since  cost  again  is  the  heart 
of  the  problem  and  what  we  are  doing  in  terms  of  the  work  itself, 
we  looked  at  those  contracts  while  they  are  in  progress,  and  there 
is  opportunity  in  there  to  make  a  decision  as  to  whether  termi- 
nation is  viable  or  whether  or  not  at  the  end  of  the  contract  period 
we  should  contract  it  again  or  not. 

So  it  is  not  an  open  and  shut  case.  Once  you  have  got  into  a  con- 
tract, you  are  not  committed  for  here  on  ever  to  continue  with  that 
particular  contract  or  that  particular  contract  activity.  So  it  is  to- 
tally reviewable. 

In  those  areas  where  we  have  experienced  cost  growth,  it  seems 
that  there  are  a  number  of  reasons  for  that,  not  the  least  of  which 
has  been  that  we  have  added  to  some  of  the  work  that  has  been 
done,  so  that  has  been  part  of  the  reason  for  cost  growth.  There 
have  been  some  errors  in  the  contracting  documents  which  have 
contributed  in  part  to  the  cost  growth.  So  there  have  been  other 
circumstances.  But,  clearly,  a  scenario  that  requires  scrutiny  on 
our  part. 

Mr.  McCloskey.  And  you  can  provide  written  information  to  us 
later,  but  would  you  know  right  off  how  often  it  is  the  case  that 
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contracts  are  terminated  because  of  such  doubling  in  cost  overruns 
and  whatnot? 

Mr.  MiLNES.  I  will  have  to  provide  that  for  the  record,  Mr.  Chair- 
man. 

Mr.  McCloskey.  I  will  be  very  interested  in  seeing  that,  and  I 
might  say  very  soon,  say  within  a  week,  Mr.  Milnes,  if  I  could. 

Mr.  Stevens,  would  you  have  any 

Mr.  Stevens.  Yes.  I  think  work  we  have  done  in  the  past  in  con- 
tracting out,  contracts  in  general,  have  shown  the  extreme  impor- 
tance of  contract  oversight,  administration.  You  can't  just  give 
them  to  a  contractor  and  assume  that  the  contractor  will  do  every- 
thing that  is  required  without  very  close  supervision  and  account- 
ability. I  think  OMB  and  its  Office  of  Federal  Procurement  Policy 
has  recognized  problems  in  that  area. 

As  Mr.  Milnes  said,  one  of  them  is  often  a  fairly  inexact  state- 
ment of  exactly  what  is  expected  of  the  contractor,  the  work  state- 
ment which  allows  in  some  cases  a  good  deal  of  creative  interpreta- 
tion on  the  contractor's  part  and  it  leaves  the  Government  some- 
what vulnerable  to  not  getting  what  it  thought  it  was  getting,  and 
when  the  contract  gets  rewritten,  often  it  is  at  a  higher  price. 
There  are  a  number  of  problems  like  this.  They  boil  down  to  the 
need  for  improvements  in  contractor  administration,  which  I  think 
is  recognized  by  everyone. 

Mr.  McCloskey.  Well,  thank  you,  Mr.  Stevens. 

Ms.  Norton,  would  you  have  any  further  questions  or  comments 
for  this  panel? 

Ms.  Norton.  No  further  questions,  Mr.  Chairman. 

Mr.  McCloskey.  Gentlemen,  I  thank  you  very  much,  and  I 
would  appreciate  some  written  follow-up  on  several  of  these  items. 

Mr.  Koskinen.  Thank  you. 

Mr.  McCloskey.  Our  next  panel,  panel  two,  is  in  the  Federal 
employee  leadership  area.  John  N.  Sturdivant,  president  of  the 
American  Federation  of  Government  Employees;  also  Sheila  K. 
Velazco,  president  of  the  National  Federation  of  Federal  Employ- 
ees; and  Robert  Tobias,  president  of  the  National  Treasury  Employ- 
ees Unions. 

STATEMENTS  OF  JOHN  N.  STURDIVANT,  PRESIDENT,  AMER- 
ICAN FEDERATION  OF  GOVERNMENT  EMPLOYEES;  SHEILA 
K.  VELAZCO,  PRESIDENT,  NATIONAL  FEDERATION  OF  FED- 
ERAL EMPLOYEES;  AND  ROBERT  TOBIAS,  PRESIDENT,  NA- 
TIONAL TREASURY  EMPLOYEES  UNIONS 

Mr.  McCloskey.  Good  morning  and  welcome.  All  three  of  your 
statements,  of  course,  are  accepted  for  the  record,  and  if  we  could 
proceed  highlighting  and  summarizing,  and  then  we  will  get  into 
questions,  perhaps  with  Ms.  Velazco. 

Ms.  Velazco.  Good  morning.  Mr.  McCloskey,  I  thank  you  very 
much  for  holding  this  hearing. 

On  behalf  of  the  National  Federation  of  Federal  Employees,  I  am 
pleased  to  be  here  to  offer  our  comments  on  the  contracting  out 
practices  of  the  Federal  Grovernment. 

Before  I  begin,  I  would  like  to  thank  you,  however,  for  all  of  your 
efforts  over  the  years  for  Federal  employees,  and  particularly  tem- 
porary employees,  in  this  case  contracting  provisions.  What  I  would 
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like  to  do  if  I  could  is  ask  that  you  accept  my  written  testimony 
and  then  I  would  like  to  just  make  some  comments  based  on  what 
I  have  heard  this  morning  and  different  things  that  have  come  up. 

As  in  any  situation,  the  area  of  contracting  out  is  complex.  There 
is  no  black-and-white  issue.  There  is  a  lot  of  things  that  we  need 
to  address.  There  are  things  that  we  need  to  look  at.  You  can't  say 
all  contracts  are  bad.  You  can't  say  all  contracts  are  good.  And  I 
think  that  is  what  we  tend  to  do,  whichever  side  we  are  on. 

Reality  is,  if  we  are  going  to  in  fact  meet  the  needs  of  the  Amer- 
ican public,  if  we  are  going  to  govern  this  country,  if  we  are  going 
to  make  sure  that  we  have  effective  defense,  if  we  are  going  to  im- 
prove infrastructure,  if  we  are  going  to  become  more  democratic 
and  more  humane,  then  we  need  to  look  at  the  governmental  func- 
tions, and  governmental  functions  need  to  stay  within  house. 

I  thought  it  was  interesting,  some  of  the  testimony  that  was  pre- 
sented this  morning.  We  have  driving  factors  here.  We  have  philos- 
ophy. What  is  our  philosophy?  Do  we  believe  work  should  be  han- 
dled in-house?  Do  we  believe  it  should  go  out?  We  have  the  NPR 
report  that  we  should  downsize,  that  we  should  improve  Grovem- 
ment,  that  we  should  streamline  Government. 

I  think  we  need  to  look  always  at  three  things:  the  needs  of  the 
American  public,  the  cost,  and  what  unfortunately  is  constantly  left 
out  is  the  effectiveness  when  it  comes  to  quality.  And  I  think  that 
we  can't  ever  divorce  any  of  those.  We  have  to  keep  them  all  to- 
gether. 

The  fact  is,  the  needs  of  the  country  are  in  defense.  They  are  in 
social  security.  They  are  in  task  collection  so  that  we  can  meet  all 
of  the  other  needs.  They  are  in  infrastructure.  They  are  in  health 
and  welfare.  The  best  of  the  required  services  have  to  be  looked  at 
so  that  the  American  tax  dollars  can  be  used  most  effectively. 

The  fact  is,  some  contracts  are  effective.  Fact  is,  most  are  not. 
Fact  is,  contracting  out  Government  services  is  increasing  dramati- 
cally, and  we  do  not  have  a  handle  on  it. 

I  do  indeed  hope  you  get  those  answers  to  your  questions  within 
the  next  week,  and  I  would  like  to  be  able  to  share  in  those  because 
we  have  been  asking  for  them  for  years. 

I  think  that  what  I  would  like  to  address  is  some  problems  there 
have  been  over  the  years. 

We  have  some  Air  Force  contracts.  For  instance,  one  of  the  issues 
addressed  this  morning  was  maintenance.  We  have  some  Air  Force 
maintenance  contracts  that  have  been  let,  and  when  they  were  let 
by  A-76  procedures  the  Government  had  to  maintain  equipment  to 
be  a  backup  to  the  contractors.  The  Government  had  to  make  sure 
that  on  their  payroll  were  people  to  maintain  this  equipment  to 
back  up  the  contractors.  And  this  wasn't  even  taken  into  consider- 
ation when  they  did  the  contract  because  it  wasn't  under  the  A- 
76  that  they  had  to  do  it. 

Unfortunately,  over  years  we  have  let  this  contract,  they  are  sup- 
posed to  clear  the  flight  lines,  they  are  supposed  to  maintain  the 
grounds,  and,  frequently,  because  there  is  so  much  snow  up  in  K.I. 
Sawyer,  the  contractors  couldn't  get  there  so  the  Air  Force  employ- 
ees had  to  do  it. 

Also,  we  have  Army  facilities  where  we  have  let  contracts,  where 
contractors  have  come  in  and  redone  office  space  under  certain 
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specifications.  They  leave.  They  found  out  the  contract  specifica- 
tions were  not  met.  Government  employees  redid  the  work. 

We  have  NASA  where  we  have  let  contracts  that  shouldn't  even 
have  been  let,  in-house  or  out.  They  were  to  beautify  certain  areas 
that  at  this  time  in  our  country  we  do  not  have  the  monies  to  do 
that.  They  have  had  people  come  in  to  figure  out  how  to  cover  up 
pipes,  how  to  cover  up  different  things  that  didn't  really  need  to  be 
covered  up.  Because  once  you  cover  them  up  you  lose  their  effi- 
ciency. 

Some  of  that  had  to  go  into  the  air.  They  covered  up  these  areas. 
They  did  it  at  high  cost.  They  found  out  it  wasn't  effective  and  had 
to  redo  it  all. 

When  we  let  the  contracts,  there  is  poor  monitoring,  as  we  all 
know.  0MB,  GAO,  everybody  has  been  addressing  that  over  the 
years. 

What  you  end  up  with  then  is  a  workforce  with  poor  morale  be- 
cause they  are  so  busy  concentrating  on  how  to  maintain  their  jobs 
that  they  can't  sometimes  do  their  jobs.  There  is  also  a  big  search 
for  other  employment,  people  taking  buyouts,  people  going  on  un- 
employment, people  going  to  the  private  sector. 

And  what  you  do  in  the  long  run  is  you  let  your  workforce  go, 
and  then  when  you  find  out  that  the  contract  was  poorly  done, 
poorly  monitored,  ineffective,  who  is  going  to  do  the  work?  Those 
employees  have  gone  someplace  else.  And  so  you  lose  your  in-house 
capacity  to  do  the  work. 

So  I  think  that  what  we  have  to  concentrate  on  is  the  high  cost 
to  the  taxpayer  that  contracting  out  does  cause.  In  a  sense,  this  sit- 
uation for  A-76  is  a  full  circle  program.  Originally,  it  was  designed 
to  break  the  Federal  Government's  monopoly  and  introduce  com- 
petition into  Federal  marketplace.  The  A-76  program  has  instead 
created  a  situation  where  the  private  sector  contractor  holds  mo- 
nopolies because  the  Government  agency  has  lost  the  ability  to  per- 
form the  work  and  supervise  the  work. 

It  was  not  intended  to  be  this  way.  It  should  not  be  this  way — 
to  replace  one  monopoly  with  another.  Federal  employees  are  not 
afraid  to  compete  against  private  sector  contractors,  but  they  ask 
for  a  level  playing  field. 

In  the  long  run,  to  have  an  effective  and  efficient  Government, 
we  need  to  begin  to  move  toward  this  level  playing  field.  We  first 
need  to  make  sure  that  the  Circular  A-76  provisions  are  imple- 
mented, and  if  we  do  any  revisions  as  were  stated  this  morning  we 
have  to  make  sure  that  level  playing  field  is  truly  level  and  not  tilt- 
ed. 

I  also  think  that  the  downsizing  in  fact  is  being  driven  the  wrong 
way.  Mr.  Milnes  reported  this  morning  that  in  fact,  due  to 
downsizing,  the  government  is  looking  at  contracting  out  jobs.  They 
are  being  forced  into  that.  It  was  his  answer  to  a  question  this 
morning. 

I  think  Ms.  Norton  hit  it  right  on  the  head  when  she  said  we 
need  to  do  this  differently.  We  need  to  start  looking  at  what  needs 
to  be  done,  who  is  to  do  it,  in-house  or  contract,  determine  how 
many  people  need  to  do  it,  and  then  figure  out  how  it  can  be  done 
with  the  numbers  and  the  dollars  you  are  given.  And  I  think  that 
what  is  happening  now  is  the  reverse. 
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And  we  will  work  with  you  very  closely.  We  will  give  you  statis- 
tics. We  will  try  to  provide  you  with  the  information  to  help  this 
be  effective.  Thank  you. 

Mr.  McCloskey.  Thank  you  very  much,  Ms.  Velazco. 

[The  prepared  statement  of  Ms.  Velazco  follows:] 

Prepared  Statement  of  Sheila  K.  Velazco,  President,  National  Federation 
OF  Federal  Employees 

Good  Morning  Mr.  Chairman  and  Members  of  the  Subcommittee: 
On  behalf  of  the  National  Federation  of  Federal  Employees,  I  am  pleased  to  be 
here  to  offer  our  comments  on  the  contracting  out  practices  of  the  federal  govern- 
ment. As  you  know,  the  National  Federation  of  FedergJ  Employees  is  the  nations' 
oldest  independent  federal  employee  union  representing  150,000  employees  in  53 
agencies  in  the  federal  government. 

Before  I  begin,  Mr.  Chairman,  I  would  like  to  express  NFFE's  appreciation  for  all 
of  your  efforts  on  behalf  of  federal  employees  and  especially  for  the  leadership  you 
have  provided  in  the  effort  to  end  the  abuse  of  temporary  federal  employees. 

I.  CONTRACTING  OUT 

Mr.  Chairman,  for  years  NFFE  has  strived  to  reduce  the  level  of  contracting  out 
in  the  federal  government.  NFFE  has  consistently  maintained  that  in  most  cases 
federal  workers  can  do  the  work  currently  contracted  out  more  efficiently  and  at  a 
lower  cost. 

An  ever  increasing  segment  of  tax  dollars  is  spent  to  contract  out  government 
work.  Yet  unlike  the  effort  to  reform  the  federal  workforce,  there  has  been  no  equiv- 
alent effort  to  reinvent  the  "shadow  government"  of  federal  contractors. 

At  a  time  when  the  structure  and  size  of  the  federal  workforce  is  being  reformed, 
a  similar  effort  should  be  aimed  at  federal  contracting  out  practices.  In  January  of 
this  year,  the  Office  of  Management  and  Budget  released  a  report  showing  that  the 
government  spends  $105  billion  annuedly  on  contracting  out  for  services,  and  that 
such  spending  represents  the  fastest  growing  area  of  government  procurement.  The 
report  cited  instances  of  poor  performance;  contractors  performing  governmental 
work  such  as  program  management;  incomplete  cost  and  price  analyses  and  state- 
ments of  the  work  to  be  done;  and  weak  oversight  of  contractor  performance.  The 
report  also  highlighted  the  apparent  absence  of  rational  standards  or  procedvu"es  re- 
lating to  federal  contracting  out  of  services. 

A  1991  review  of  the  General  Accounting  Office  of  108  randomly  selected  contracts 
at  the  Department  of  Transportation,  the  Department  of  Energy,  and  the  Environ- 
mental Protection  Agency  uncovered  similar  problems.  In  fact,  in  28  of  the  contracts 
reviewed  the  contractors  were  found  to  be  performing  inherently  governmental  func- 
tions— functions  that  by  law  and  policy  ought  to  have  been  left  to  the  government. 
Specifically,  it  was  discovered  that  contractors  helped  agencies  vmte  testimony,  de- 
termined whether  security  clearances  were  required  for  a  particular  project,  and  de- 
veloped policy.  Contractors  even  helped  EPA  develop  its  own  definitions  for  what 
a  "inherently  governmental  function"  was.  In  most  cases,  the  agencies  relied  on  con- 
tractors because  congressionally  imposed  personnel  ceilings  did  not  allow  them  to 
hire  government  employees  to  do  the  job.  In  addition,  GAO  found:  Serious  problems 
with  various  government  programs  in  which  the  government  may  have  place  sub- 
stantial reliance  on  contractors  and  with  that  lost  capacity  to  manage  the  contracts 
effectively.  The  problems  in  the  examples  found  suggest  that  the  government  should 
not  relinquish  its  control  over  important  projects  involving  contractor  support.  When 
the  government  allows  contractors  to  assume  control  over  key  functions,  situations 
that  are  not  in  the  government's  best  interest  and  that  may  be  costly  to  correct  re- 
sult, i 

Recently,  the  ABC  news  program  Prime-Time  Live  highlighted  a  prime  example 
of  the  waste  and  inefficiency  of  government  contractors.  The  report  focused  on  the 
conversion  of  federal  employees  to  contractor  status  in  a  radiology  department  at 
the  National  Institutes  of  Health.  It  is  important  to  note  that  the  individuals  doing 
the  work  did  not  change.  It  was  only  their  employment  status  that  changed.  The 
following  exchange  between  the  reporter  and  Dr.  Philip  Lee,  Director  of  the  Public 
Health  Service,  highlighted  the  problem: 


^Sharing  Power,  Public  Governance  and  Private  Markets,  Donald  F.  Kettl,  The  Brookings  In- 
stitution, Washington,  DC,  1993. 
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Dr.  Lee:  "The  same  things  are  done  under  the  contract  that  were  being  done  as 
when  they  were  direct  federal  employees." 
Reporter:  "They're  just  making  a  lot  more  money?" 
Dr.  Lee:  "They  were  making  more  money,  that's  absolutely  correct." 
In  fact,  the  radiologists  salaries  roughly  doubled.  Later  in  the  report  it  was  also 
revealed  that  not  only  were  the  radiologists  being  paid  at  twice  their  previous  sal- 
ary, they  were  in  fact  working  fewer  hours.  This  is  the  type  of  wasteful  government 
spending  that  enrages  U.S.  taxpayers,  and  rightfiilly  so. 

As  you  know,  the  stated  downsizing  goal  of  the  NPR  is  a  12  percent  reduction 
in  federal  workforce.  Unfortunately,  because  government  is  not  moving  as  quickly 
on  other  aspects  of  the  NPR  to  reduce  paperwork  and  streamline  procedures  there 
will  certainly  not  be  a  corresponding  reduction  in  the  responsibilities  of  the  remain- 
ing federal  employees.  Indeed,  it  is  anticipated  that  their  workload  will  be  substan- 
tially increased.  And  thus  as  the  size  of  an  agency's  workforce  decreases,  agencies 
will  feel  forced  to  turn  more  and  more  frequently  to  private  sector  contractors  to 
fulfill  their  responsibilities. 

II.  OMB  CIRCULAR  A-76 

Office  of  Management  and  Budget  Circvilar  A-76  currently  governs  the  govern- 
ment's contracting  policy.  Issued  in  1966,  Circular  A-76  has  stood  at  the  center  of 
each  administration's  commercial  activity  policy.  The  circulau-  sets  forth  procedures 
for  acquiring  commercial  products  and  services  based  on  cost-effectiveness.  In  the- 
ory, the  policy  was  designed  to  protect  the  Government  and  the  taxpayers  from  pay- 
ing unnecessary  high  prices  for  goods  and  services. 

Unfortunately,  as  we  have  seen,  the  A-76  procedures  have  not  achieved  their  in- 
tended goals.  Too  often,  the  decision  to  convert  a  function  to  the  private  sector  is 
based  not  on  cost  effectiveness  but  rather  on  the  politics  of  reducing  federal  person- 
nel levels.  Under  the  Reagan  and  Bush  Administrations,  the  public  was  led  to  be- 
lieve that  the  private  sector  can  perform  work  at  a  lower  cost  than  government  em- 
ployees. In  practice  this  has  not  been  the  case.  Numerous  General  Accounting  Office 
reports  document  the  frequent  cost  overruns  and  shoddy  workmanship  that  result 
from  contracted  work. 

In  over  a  decade  of  study,  GAO  has  repeatedly  found  that  the  decisions  to  contract 
out  work  have  often  been  made  without  benefit  of  cost  comparisons.  When  cost  com- 
parisons were  conducted,  it  was  found  that  they  were  often  based  on  questionable 
cost  comparisons  as  they  were  not  based  on  the  most  efficient  and  effective  in-house 
operation  and  it  was  also  found  that  the  statements  of  work  were  frequently  incom- 
plete. 

Finally,  GAO  found  that  agencies  focus  on  awarding  contracts  so  they  can  get 
started  on  specific  tasks  or  projects.  Then  they  frequently  hand  off  the  monitoring 
responsibility  to  poorly  trained  program  or  technical  staff  who  are  not  equipped  to 
do  an  effective  job. 

While  the  direct  cost  to  the  federal  government  of  inaccurate  cost  comparisons, 
poor  management,  and  lack  of  oversight  of  A-76  contracts  is  well  documented,  the 
effects  of  the  poorly  managed  A-76  program  are  not  limited  to  its  immediate  impact 
on  the  federal  budget.  Indeed,  the  indirect  costs  will,  in  the  long  run,  be  more  costly 
than  these  "out  of  pocket"  costs  because  contracting  out  is  slowly  eroding  the  ability 
of  the  federal  workforce  to  function  effectively.  This  erosion  manifests  itself  in  the 
low  morale  of  the  workforce  and  the  loss  of  expertise  and  in-house  capacity. 

All  businesses,  including  the  federal  government,  share  the  goal  of  having  a  moti- 
vated and  productive  workforce.  A  key  element  in  achieving  this  goal  is  the  high 
morale  of  the  workers.  High  worker  morale  hinges  on  whether  employees  believe 
they  are  consistently  treated  fairly  by  management.  The  A-76  process  does  not  pro- 
vide federal  employees  with  that  perception.  Once  an  A-76  review  is  announced  the 
affected  workers  are  forced  to  suffer  through  a  review  process  which  oflen  takes 
years  to  complete.  Then  they  watch  as  the  work  is  awarded  to  a  contractor  who 
"low-balled"  his  bid  and  then  defaults  on  the  contract  a  short  time  later.  This  proc- 
ess takes  a  toll  on  the  employees.  Some  good  employees  leave.  Others  worry  about 
keeping  their  jobs  and  thus  are  unable  to  devote  their  full  effort  to  doing  their  jobs. 

Furthermore,  the  adverse  effect  of  contracting  out  upon  the  government's  ability 
to  operate  efficiently  however  is  not  limited  to  a  negative  impact  on  employee  mo- 
rale. Of  far  greater  impact  is  the  loss  of  talented  and  skilled  workers. 

Next  to  the  high  cost  in  taxpayer  doUau-s  and  employee  morale,  the  loss  of  institu- 
tional knowledge  is  the  greatest  tragedy  caused  by  contracting  out.  Highly-qualified 
federal  employees  are  forced  into  early  retirement,  the  private  sector,  or  simply  into 
unemplo)rment  because  their  jobs  are  contracted  out.  In  many  cases,  the  agency 
never  retrieves  the  function  it  contracted  out  because  it  no  longer  employs  workers 
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with  the  necessary  skills.  If  the  contractor  performs  poorly  or  consistently  over- 
charges, the  agency  is  virtually  held  hostage  because  the  work  must  be  completed 
and  in-house  expertise  is  no  longer  available. 

In  a  sense,  this  situation  brings  the  A-76  program  full  circle.  Originally  designed 
to  break  the  federal  government's  monopoly  and  introduce  competition  into  the  fed- 
eral marketplace,  the  A-76  program  has  instead  created  a  situation  where  the  pri- 
vate sector  contractor  holds  the  monopoly  because  the  government  agency  has  lost 
the  ability  to  perform  and  supervise  the  work.  Clearly,  it  is  not  and  should  not  be 
the  intention  of  Circular  A-76  to  replace  one  monopoly  with  another.  Federal  em- 
ployees are  not  afraid  to  compete  against  private  sector  contractors  but  they  do  ask 
for  a  level  playing  field  on  which  to  compete.  In  the  long  run  to  have  an  effective 
and  efficient  government  we  need  to  begin  to  move  toward  a  more  level  playing 
field.  And  to  begin  this  process  we  need  to  ensure  that  Circular  A-76  is  imple- 
mented correctly  and  the  proper  oversight  is  maintained  over  the  contracts. 

In  conclusion,  Mr.  Chairman,  I  would  like  to  remind  you  that  Federal  employees 
work  for  America  everyday.  NFFE  is  certain  that  if  allowed  to  fairly  compete,  the 
federal  employees  will  demonstrate  that  they  can  complete  their  work  more  effi- 
ciently and  at  a  lower  cost  than  any  private  sector  contractor. 

Indeed,  based  on  our  experience  with  cost  comparisons  performed  over  the  past 
dozen  years,  NFFE  is  confident  that  its  members  can  provide  the  highest  level  of 
professional  service  at  costs  lower  than  private  contractors.  This  fact  is  dem- 
onstrated time  aft;er  time  when  agencies  fully  comply  with  the  cost  analysis  steps 
of  Office  of  Management  and  Budget  Circular  A-76.  A  major  failure  in  the  govern- 
ment's commercial  activity  program  is  the  lack  of  compliance  with  Circular  A-76. 
The  result  of  this  compliance  failure  is  a  contracting  out  program  that  is  the  antith- 
esis of  the  NPR  goal  of  a  government  that  "works  better  and  cost  less".  Instead,  con- 
tractors ofi^n  provide  the  pubUc  with  less  service  at  greater  cost. 

This  concludes  our  testimony,  I  will  be  pleased  to  answer  any  questions  you  may 
have. 

Mr.  McCloskey.  Mr.  Sturdivant. 

Mr.  Sturdivant.  Thank  you,  Mr.  Chairman.  Once  again,  I  am 
pleased  to  have  an  opportunity  to  come  before  your  subcommittee 
and  present  some  ideas  and  suggestions  on  contracting. 

I  just  have  to  say  that  you  have  been  dihgent  in  this  area.  I  want 
to  thank  you  for  the  work  that  you  did  for  temporary  employees, 
raising  that  issue  up  above  the  horizon,  and  I  think  that  that  is 
what  you  are  doing  with  this  issue. 

We  cannot  let  this  issue  go  away.  We  cannot  let  it  be  swept 
under  the  rug,  Mr.  Chairman.  You  have  been  diligent  in  this  pur- 
suit, and  I  want  to  encourage  you  and  thank  you  for  the  very  fme 
work  that  you  have  done. 

I  know  that  we  have  an  election  coming  up  pretty  soon,  and  I  be- 
lieve it  was  last  week,  when  aspiring  Members  of  Congress  and 
some  current  Members  of  Congress  signed  a  so-called  contract  with 
America  in  front  of  the  Capitol.  I  would  just  hope  that  that  con- 
tract with  America  does  not  provide  for  more  contracting  out  of 
America,  because  I  think  that  we  have  too  much  of  that  now. 

On  behalf  of  the  700,000  Federal  employees  that  our  union  rep- 
resents, I  appreciate  this  opportunity.  As  you  know,  the  Federal 
work  force  is  in  the  process  of  reinventing  itself.  Unions  and  man- 
agement, finally  working  together  in  partnership,  are  tossing  aside 
old  ideas  in  favor  of  new  concepts  about  improving  the  effectiveness 
and  efficiency  of  the  delivery  of  Government  services. 

Unfortunately,  service  contractors  have  yet  to  be  reinvented.  In 
fact,  that  work  hasn't  even  started  yet.  Although  the  fastest  grow- 
ing part  of  Federal  procurement,  now  amounting  to  over  $105  bil- 
lion every  year,  up  from  $62  billion  in  1985,  service  contracting 
continues  to  be  conducted  as  it  always  has  been,  and  the  results 
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are  predictable.  If  you  keep  doing  things  the  way  you  have  always 
done  them,  then  you  are  going  to  get  what  you  have  always  gotten. 

A  recent  GAO  survey  of  nine  studies  on  service  contracting  found 
that  in  each  case  savings,  often  substantial,  could  have  been  real- 
ized if  work  performed  by  contractors  had  been  done  in-house. 

I  have  included  a  complete  discussion  of  AFGE's  own  reform  pro- 
posal in  my  written  statement,  so  I  would  just  like  to  touch  upon 
the  highlights  or,  in  the  case  of  service  contracting,  the  lowlights. 

A-76  does  require  agencies  to  compare  estimated  contract  and 
in-house  costs  to  determine  the  more  cost-efficient  approach.  Unfor- 
tunately, agencies  often  disregard  that  rule.  As  0MB  itself  re- 
ported, cost  analyses  and  independent  Government  estimates  are 
not  performed  by  many  agencies  prior  to  renewal,  extension  or 
recompetition  of  existing  contracts.  And,  as  0MB  must  admit,  cost 
estimates  are  not  even  prepared  often  prior  to  entering  into  new 
contracts. 

Advisory  and  assistance  contracts,  which  make  up  a  growing  part 
of  service  contracting,  are  not  even  covered  by  A-76.  Consequently, 
agencies  are  not  explicitly  required  to  conduct  cost  comparisons. 

Of  course,  a  service  provider  must  do  more  than  perform  an  as- 
signment at  low  cost.  The  quality  of  the  work  and  the  timeliness 
of  the  delivery  are  just  as  important  considerations.  Cost  compari- 
sons must  include  these  criteria  as  well. 

The  most  aggravating  part  of  the  comparison  process,  however, 
is  what  happens  after  determination  has  been  made  that  it  would 
be  more  cost  effective  for  the  service  in  question  to  be  performed 
by  Federal  employees.  One  would  think  that  this  determination 
would  be  the  end  of  the  story.  An  important  service  is  delivered  in 
the  most  cost-effective  manner  possible.  The  Nation's  taxpayers 
enjoy  a  small  victory  against  waste.  The  Federal  Government  uses 
the  cost  savings  to  address  other  pressing  needs.  Contractors,  fi- 
nally spurred  on  by  real  competition,  become  leaner  and  more  effi- 
cient service  providers.  And  Federal  employees  overcome  a  biased 
comparison  process  and  are  justly  rewarded  for  their  quiet  com- 
petence. 

Although  that  is  how  the  story  should  end,  it  doesn't  always 
work  out  that  way  because  of  the  Federal  Government's  stubborn 
determination  to  snatch  defeat  from  the  jaws  of  victory.  Yes,  even 
when  the  comparison  process  required  by  A-76  shows  that  it  would 
be  more  efficient  to  render  a  service  in-house,  the  Federal  Govern- 
ment often  still  insists  that  the  service  be  contracted  out,  cost  sav- 
ings be  damned. 

As  0MB  reported  earlier  this  year — and  I  am  glad  that  0MB  has 
made  this  report,  because  this  is  just  not  coming  from  us.  These 
are  studies.  We  asked  them  to  study  these  things,  and  we  were 
glad  to  get  their  report.  I  guess  the  question  is  now  is  what  are 
they  going  to  do  about  it. 

But,  as  they  reported  earlier  this  year,  several  agencies  said  that 
they  each  could  have  saved  several  million  dollars  by  performing 
functions  directly  rather  than  having  them  performed  by  contrac- 
tors but  did  not  do  so  because  either  their  request  to  0MB,  the 
same  people  who  did  the  study,  to  take  on  the  necessary  FTE's 
were  refused  or  the  agencies  were  so  sure  such  requests  would  be 
refused  that  they  were  not  even  submitted. 
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If  the  Federal  Grovemment  is  ever  to  become  a  better  shopper  for 
services,  agencies  must  be  given  much  greater  flexibihty  in  using 
their  budgetary  resources  so  that  funding  for  service  contracting 
can  be  used  to  hire  additional  FTE's  in  the  event  the  comparison 
process  indicates  that  it  would  be  more  cost  efficient. 

Nothing  in  all  of  the  years  that  I  have  worked  to  advance  the  in- 
terest of  Federal  employees  and  their  families  has  made  me  so 
angry  as  the  Federal  Government's  determination  to  contract  out 
a  service  even  when  it  has  been  proven  that  the  service  could  be 
more  efficiently  rendered  in-house. 

As  I  discussed  earlier,  Federal  employees  have  made  extraor- 
dinary sacrifices  in  order  to  reinvent  the  Federal  Government  and 
make  it  more  effective  and  more  efficient.  We  want  the  Govern- 
ment to  work  better.  We  are  taxpayers,  too.  We  see  the  waste,  we 
see  it  every  day,  and  we  want  to  change  how  the  Government  does 
business. 

But  why  should  Federal  employees  make  all  those  sacrifices  to 
become  the  leaner  and  more  capable  service  provider  if  the  Federal 
Government  is  determined  to  contract  out  assignments  to  contrac- 
tors who  have  been  proven  to  be  less  effective  and  less  efficient? 

The  most  distressing  thing  about  service  contracting  is  that  we 
just  don't  know  how  big  the  problem  really  is  because  we  just  don't 
know  how  big  the  contractor  work  force  really  is.  Considering  that 
the  Federal  Grovernment  now  spends  a  whopping  $105  billion  per 
year  on  thousands  and  thousands  of  labor-intensive  service  con- 
tracts, I  can  conservatively  estimate  that  the  contractor  work  force 
is  some  2  million  employees.  I  am  sorry  I  can't  provide  the  sub- 
committee with  the  precise  figure,  but  then  our  friends  at  0MB 
can't  provide  one  either,  and  that  is  their  job.  I  am  glad  that  they 
are  not  being  paid  for  performance. 

As  points  of  reference,  however,  the  subcommittee  should  keep  in 
mind  that  the  2,017,167  employees  who  make  up  the  entire  Federal 
work  force  earn  a  combined  $75.3  billion  in  salary  per  year.  Offi- 
cials at  0MB  talk  often  about  making  the  Federal  Government  run 
more  like  a  business.  But  is  there  a  single  firm  in  the  private  sec- 
tor that  fails  to  keep  any  records  about  a  rapidly  growing  subset 
of  employees  who  may  make  up  anywhere  from  one-third  to  one- 
half  of  its  total  work  force?  I  very  much  doubt  it. 

Mr.  Chairman,  it  is  imperative  that  Congress  take  the  lead  in 
this  matter.  Therefore,  I  urge  Congress  to  achieve  a  10-percent  re- 
duction in  service  contracting  expenses.  Such  an  initiative  will  not 
just  save  the  Nation's  taxpayers  over  $50  billion  during  the  next 
5  years  but  it  will  also  ensure  that  agencies  only  resort  to  service 
contracting  when  the  work  cannot  be  performed  more  effectively 
and  more  efficiently  in-house. 

At  a  time  when  virtually  all  other  spending  is  being  cut,  how  can 
anyone  possibly  justify  excluding  service  contracting,  which  has 
grown  at  such  a  phenomenal  rate  in  recent  years,  from  consider- 
ation? 

I  spent  some  time,  I  guess  it  was  a  couple  weeks  ago,  testifjdng 
before  the  Entitlement  Commission.  We  have  a  Commission  on  En- 
titlements to  look  at  growth  of  the  cost  of  entitlements.  And  I 
didn't  have  a  very  warm  welcome. 
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I  would  suggest  that  maybe  Congress,  if  you  can't  do  anything 
else,  maybe  you  want  to  set  up  a  Commission  on  Contracting  Costs 
to  begin  looking  at  some  of  those  costs  and  getting  some  hard- 
nosed,  down  to  Earth,  bottom  line,  factual  figures  about  how  much 
money  taxpayers  are  spending  in  this  mess  and  how  we  can  go 
about  reducing  those  costs. 

The  imposition  of  a  10-percent  reduction  on  service  contracting 
expenses  would  also  generate  significant  savings  without  adversely 
affecting  the  service  contractor's  performance. 

According  to  the  Washington  Post,  the  mere  prospect  of  competi- 
tion at  the  Department  of  Energy  has  already  led  some  contrac- 
tors— just  the  threat  of  being  asked  to  justify  how  much  did  it  cost, 
what  did  you  do  and  how  much  did  we  spend  and  can  you  cut  those 
costs — just  the  threat  of  asking  them  to  reduce  those  costs  has  led 
contractors  at  the  Department  of  Energy  to  offer  to  reduce  costs  by 
15  to  20  percent — just  the  threat,  just  a  question,  just  the  inquiry. 

Imagine  the  savings  that  would  be  generated  if  the  Federal  Gov- 
ernment insisted  that  service  contractors  at  every  agency  cut  that 
much  waste,  fraud  and  abuse  out  of  their  contracts. 

We  are  really  not,  at  this  point  in  time,  Mr.  Chairman,  talking 
about  putting  people  out  of  work.  If  you  are  spending  $105  billion 
a  year,  you  can't  convince  me  that  you  can't  squeeze  some  savings 
in  efficiency  and  effectiveness  and  cost  controls  out  of  that  spend- 
ing. 

One  final  thought.  As  you  know,  the  Federal  work  force  is  being 
significantly  reduced  at  the  same  time  that  service  contracting  is 
growing  faster  than  ever.  Downsizing  Federal  employees  while 
upsizing  contract  employees  will  only  wrongsize  the  Federal  Gov- 
ernment's overall  work  force.  In  fact,  absent  the  sort  of  service  con- 
tracting reform  we  have  been  talking  about  here  today,  the  current 
downsizing  effort  will  lead  to  an  increase,  not  a  decrease,  in  Fed- 
eral spending. 

Mr.  Chairman,  I  thank  you  again  for  the  opportunity  to  testify 
about  this  most  important  matter  and  to  present  on  behalf  of  our 
Members  our  ideas.  I  have  a  lengthier  statement  that  I  would  re- 
quest to  be  included  in  the  record,  and  I  will  try  to  answer  any 
questions  that  you  might  have. 

Mr.  McCloskey.  Thank  you  very  much,  Mr.  Sturdivant. 

[The  prepared  statement  of  Mr.  Sturdivant  follows:] 
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Prepared  Statement  of  John  N.  Sturdivant,  President,  American  Federation 
OF  Government  Employees 

INTRODUCTION 

Mr.  Chairman  and  members  of  the  Subcommittee:  My  name  is  John  Sturdivant, 
and  I  am  the  National  President  of  the  American  Federation  of  Government 
Employees,  AFL-CIO.  On  behalf  of  the  more  than  700,000  federal  and  District  of 
Columbia  employees  our  union  represents,  I  appreciate  the  opportunity  to  testify 
before  the  Subcommittee  today  and  offer  you  the  views  of  AFGE's  membership 
concerning  the  growing  problems  associated  with  sen>^ice  contracting  and  how  they 
might  be  resolved  through  reform  of  the  0MB  Circular  A-76  process.  AFGE  has 
worked  to  improve  service  contracting  for  over  20  years,  so  I  am  eager  to  use  this 
important  forum  to  discuss  our  own  comprehensive  reform  proposal. 

At  the  outset,  let  me  say  that  I  did  not  come  here  today  to  regale  members  of  the 
Subcommittee  with  the  shocking  details  of  the  latest  service  contracting  scandal. 
That  service  contractors  have  managed  to  perpetrate  significant  abuses  in  virtually 
every  federal  agency  into  which  they  have  been  given  entree,  and  that  these 
significant  abuses  have  resulted  in  massive  cost  overruns  and  shoddy  work  are 
not  opinions  but  facts,  established  in  report  after  report  from  the  non-partisan 
General  Accounting  Office  (GAO)  as  well  as  the  Office  of  Management  and  Budget 
(0MB).  The  latest  independent  corroboration  of  the  crisis  in  contracting  came  from 
a  GAO  report  released  earlier  this  year,  inconspicuously  entitled  GOVERNMENT 
CONTRACTORS:    Measuring   Costs   of   Service   Contractors   Versus   Federal 
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Employees.'  This  report  surveyed  nine  studies  on  service  contracting  and  found 
that  in  each  case  savings,  often  substantial,  could  have  been  realized  if  the  work 
had  been  done  in-house.  Although  this  report  hasn't  hit  the  best  sellers'  lists  yet, 
it  must  read  like  a  spine-tingling  true  crime  story  to  the  nation's  hard-pressed 
taxpayers. 

But  now  is  not  the  time  for  federal  employees  to  rub  their  hands  with  glee  and 
exclaim  triumphantly,  "I  told  you  so!  This  is  what  happens  when  the  federal 
government  turns  over  some  of  its  most  important  functions  to  often  unseasoned, 
profit-hungry  outsiders  with  little  or  no  oversight."  Rather,  now  is  the  time  for 
federal  employees  to  work  with  Congress  to  ensure  that  agencies  are  required  to 
make  better-informed  and  more  fiscally-responsible  decisions  about  service 
contracting. 

That  is  why  I  tell  you,  Mr.  Chairman,  that,  if  I  might  paraphrase  the  words  of  the 
architects  of  the  reinvention  of  government  initiative,  while  we  clearly  don't  need 
more  service  contracting,  we  do  need  better  service  contracting.  And  better 
contracting  will  come  about  only  if  there  is  real  and  genuine  competition  between 
contractors,  on  the  one  hand,  and  federal  employees,  on  the  other  hand,  for  the 
federal  government's  service  assignments.  This  competition  would  invigorate  both 


'  GAO,  GOVERNMENT  CONTRACTORS:  Measuring  Costs  of  Service  Contractors 
Versus  Federal  Employees  (GAO/GGD-94-95)  (March  1994). 
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groups  of  service  providers,  inspiring  them  to  do  their  best  work,  and  empower  the 
federal  government  to  make  the  choices  that  would  best  serve  the  nation's 
taxpayers  and  service  beneficiaries. 

Competition  is  something  my  membership  knows  from  first-hand  experience.  As 
part  of  the  reinvention  initiative's  attempt  to  bring  the  lessons  of  the  private  sector 
to  public  service,  federal  employees  and  the  methods  by  which  they  perform  their 
work  have  undergone  complete  and  thorough  examinations.  In  the  relentless 
pursuit  of  efficiency  and  effectiveness,  many  old  ways  and  patterns  have  been 
tossed  aside  in  favor  of  new  ideas  and  techniques.  As  the  Members  of  the 
Subcommittee  know  well,  federal  employees  have  made  numerous  sacrifices  in 
order  to  advance  the  reinvention  of  government  initiative,  the  loss  of  272,900  jobs 
over  the  next  five  years  being  only  the  most  prominent.  But  federal  employees  are 
determined  to  use  the  innovations  of  the  reinvention  initiative  to  make  the  federal 
government  a  more  effective  and  efficient  instrument  for  the  delivery  of  services. 

Unfortunately,  our  contracting  counterparts  have  yet  to  be  reinvented.  Unlike  the 
federal  workforce,  they  have  undergone  no  complete  and  thorough  examinations. 
Unchallenged  by  real  competition,  they  still  cling  tenaciously  to  outmoded 
processes  and  attitudes.   Hence,  the  crisis  in  contracting. 

There  are  three  powerful  arguments  for  implementing  serious  service  contracting 
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reform:  1)  the  federal  government's  delivery  of  services  will  become  more  effective 
and  more  efficient;  2)  federal  employees  will  be  treated  more  equitably  vis-a-vis 
their  contracting  counterparts;  and  3)  the  benefits  of  the  reinvention  initiative  will 
be  more  fully  realized. 

1    FFFFnTIVFNFSS  AND  FFFICIENCY 

Any  customer  who  insists  on  spending  freely  in  a  marketplace  despite  not  knowing 
what  he  really  wants,  despite  not  caring  enough  to  bargain  for  the  best  deal, 
despite  not  understanding  how  to  determine  whether  he  received  that  for  which  he 
paid  will  be  taken  advantage  of.  And  that's  true  whether  the  marketplace  is  the 
strip  mall  down  the  street  from  where  you  live  or  the  mythical  one  where  the 
federal  government  buys  needed  services.  When  the  customer  is  lazy  and 
ignorant  but  free-spending,  the  merchant  simply  has  no  incentive  to  provide 
effective  and  efficient  service  at  a  reasonable  price.  And  that  is  the  problem  with 
the  federal  service  marketplace  today.  In  order  to  make  service  contractors  more 
competitive,  the  federal  government  must  become  a  better  shopper.  First,  the 
federal  government  must  decide  precisely  what  services  it  wishes  to  buy.  It  must 
then  bargain  aggressively  for  the  bid  that  promises  to  deliver  the  most  effective 
and  the  most  efficient  service,  whether  it  be  from  federal  employees  or  a 
contractor.  And,  finally,  the  federal  government  must  determine  whether  the 
service  provider  selected  lived  up  to  the  terms  of  the  contract.  One  truism  after 
another,  you  may  be  saying  to  yourselves.  And  you're  right,  of  course.  However, 
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those  three  truisms  are  still  considered  novel  concepts  by  far  too  many  senior 
agency  managers. 

A.  Statements  of  Work  (SoWs) 
The  contracting  process  is  flawed  from  the  very  start.  As  0MB  has  reported, 
SoWs,  the  forms  used  to  describe  specifically  the  services  to  be  contractually 
procured,  are  frequently  so  poorly-written  that  it  is  difficult  to  determine  the 
agency's  requirements  or  the  standards  against  which  the  contractor's  performance 
is  to  be  measured.^  Sometimes,  these  failings  are  caused  by  senior  agency 
managers  who  are  less  than  certain  themselves  about  just  what  services  they  wish 
to  contract  out.  Often  times,  however,  the  cause  is  simply  sloppy  drafting.  In  fact, 
some  contract  officers  will  use  the  same  forms  over  and  over  again,  even  after 
they  are  long  out  of  date. 

Poorly-drafted  SoWs  reduce  competition  for  service  assignments  among 
contractors.  Less  established  contractors  may  not  be  able  to  read  through  the 
lines  of  a  faulty  SoW  or  comprehend  the  form's  bureaucratese,  leaving  them  at  a 
disadvantage  vis-a-vis  the  more  established  contractors,  usually  the  ones  who 
have  acquired  "inside  knowledge"  from  their  experiences  with  previous  government 


^  0MB,  Summary  Report  of  Agencies'  Service  Contracting  Practices  (January 
1994),  p.v.   The  report  noted  that  "(t)he  statements-of-work  used  to  describe  the 
specific  tasks  or  services  to  be  procured  by  contract  are  frequently  so  broad  and 
imprecise  that  vendors  are  unable  to  determine  the  agency's  requirements.    As  a 
result,  competition  is  limited  and  performance  cannot  be  assessed." 
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service  contracts.  And  if  there  is  less  competition,  whatever  cost  savings 
estimated  to  be  realized  through  service  contracting  quickly  vanish,  while  the 
problems  associated  with  contract  administration  and  quality  control  loom  ever 
larger. 

Another  problem  with  many  SoWs  is  that  they  fail  to  anticipate  contingencies.  No 
one  expects  a  contract  officer  to  be  a  latter-day  Nostradamus,  but  the  SoW  should 
be  drafted  with  some  understanding  of  how  the  assignment's  requirements  might 
change  over  the  term  of  the  contract,  something  that  occurs  with  some  frequency 
in  government.  Of  course,  this  is  one  of  the  disadvantages  of  service  contracting. 
When  work  is  done  by  federal  employees,  requirements  can  be  changed  in  the 
event  problems  emerge,  new  laws  are  made  or  improved  technology  becomes 
available.  However,  it  is  much  harder  to  bring  about  change  in  a  contractual 
relationship  since  the  requirements  must  be  spelled  out  in  advance  and  then 
reduced  to  legally  enforceable  language. 

But  if  Congress  really  wants  agencies  to  write  better  SoWs,  then  senior  managers 
should  be  required  to  consult  in  advance  with  the  people  who  know  better  than 
anyone  else  how  federal  services  are  delivered — and,  sometimes,  how  federal 
services  are  not  delivered  and  why  that  is  so.  And,  with  apologies  to  political 
scientists,  journalists,  political  appointees,  and  even  Members  of  Congress,  those 
experts  to  whom  I'm  referring  are,  of  course,  rank-and-file  federal  employees,  the 
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men  and  women  who  actually  perform  the  work. 

Besides  that,  if  0MB  really  wants  to  run  the  federal  government  like  a  responsible 
business  and  maximize  productivity,  then  it  should  insist  on  meaningful  discussions 
between  management  and  labor  about  such  important  matters.  That's  just 
common  sense.  But  my  friends  at  0MB  shouldn't  merely  accept  my  views  on  the 
benefits  of  such  meaningful  discussions.  Rather,  they  should  read  the  report  on 
the  future  of  labor-management  relations  prepared  for  President  Clinton  by  the 
Dunlop  Commission.  That  report  concluded  that  expanded  employee  participation 
often  significantly  improves  performance. 

With  the  benefits  of  such  meaningful  discussions  in  mind,  it  is  imperative  that  any 
reform  of  the  contracting  process  require  agencies  to  consider  the 
recommendations  of  concerned  federal  employees  before  an  SoW  can  be  posted. 

A  further  measure  is  necessary  to  ensure  that  senior  agency  managers,  positively 
steeped  in  the  doctrine  of  managerial  infallibility,  take  the  views  of  front-line 
federal  employees  seriously:  adverse  decisions  on  recommendations  submitted  by 
concerned  federal  employees  should  be  subject  to  examination  by  an  impartial 
agency  review  board  charged  with  overall  responsibility  for  determining  the  wisdom 
of  management's  service  contracting  decisions. 
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Allowing  federal  employee  unions  to  submit  an  additional  bid  when  the  agency's 
own  proposal  is  found  wanting  would  provide  senior  managers  with  an  additional 
incentive  to  submit  their  best  possible  offer  for  consideration. 

Finally,  it  cannot  be  emphasized  strongly  enough  that  the  drafting  of  SoWs  is  an 
inherently  governmental  function.  Such  work  must  not  be  left  to  contractors 
because  of  the  obvious  conflicts  of  interest  involved.  According  to  0MB,  the  in- 
house  capability  to  develop  adequate  SoWs  at  the  Department  of  State  is  so 
lacking  that  the  work  must  be  contracted  out.^  While  this  is  a  situation  ripe  for 
satire,  it  is  also  cause  for  concern.  After  all,  the  farmer  doesn't  often  ask  the  fox 
how  high  he  thinks  the  fence  around  the  henhouse  should  be. 

B.  Contract  Assessment 

1.  Cost  comparison  requirements  are  often  ignored. 

I  wish  I  could  report  that  SoWs  were  the  only  weak  link  in  the  chain.  However,  the 
methods  by  which  the  federal  government  determines  whether  to  contract  out 


^  0MB,  Summary  Report  of  Agencies'  Service  Contracting  Practices  (January 
1994),  p.  5.   "The  State  Department  indicated  that  in-house  capability  to  develop 
adequate  SoWs  is  so  lacking  that  they  now  find  themselves  in  a  position  where  they 
have  to  resort  to  contracting  for  such  services.    State  says  they  would  prefer  to  do 
SoWs  in-house,  but  do  not  have  the  trained  personnel  in-house  to  perform  this 
function." 
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services  are  in  even  greater  need  of  reform.  0MB  Circular  A-76  does  require 
agencies  to  compare  estimated  contract  and  in-house  costs  for  the  specific  work 
to  be  performed  to  determine  the  more  cost-efficient  approach.  Unfortunately, 
agencies  often  disregard  this  rule.  As  0MB  itself  reported,  cost  analyses  and 
independent  government  estimates  are  not  performed  by  many  agencies  prior  to 
renewal,  extension,  or  recompetition  of  existing  contracts.''  And  in  far  too  many 
instances,  0MB  must  admit,  cost  estimates  are  not  even  prepared  prior  to  entering 
into  new  contracts.* 

2.  There  are  no  cost  comparison  requirements  for  advisory  and 
assistance  contracts. 

With  respect  to  advisory  and  assistance  contracts,  which  are  not  covered  by  0MB 
Circular  A-76,  there  is  not  even  a  requirement  that  agencies  conduct  public/profit 
cost  comparisons.  As  GAO  points  out,  if  the  federal  government  is  to  become  a 
smart  customer,  we  must  insist  that  agencies  compare  the  cost  of  performing  work 
with  contractors  versus  federal  employees  before  contracting  out  just  about  any 
service  assignments.* 


"  0MB,  Summary  Report  of  Agencies'  Sen/ice  Contracting  Practices  (January 
1994),  p.  V. 

*  GAO.  GOVERNMENT  CONTRACTORS:  Measuring  Costs  of  Service  Contractors 
Versus  Federal  Employees  (GAO/GGD-94-95)  (March  1994),  p.  11.    "As  part  of  its 
overall  effort  to  improve  the  procurement  of  services,  0MB  should  extend  a  cost 
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3.  Service  contracting  must  create  genuine  cost  savings  and  delivery 
Improvements. 

What  sort  of  cost  savings  are  we  after  when  we  contract  out  a  service  in  order  to 
achieve  greater  efficiencies?  Let's  face  the  facts:  far  more  often  than  not  the  cost 
savings  resulting  from  a  service  contracting  decision  can  be  attributed  in  large 
measure  to  the  contractor  providing  her  employees  with  low  wages  and  few,  if  any, 
fringe  benefits.  Ultimately,  the  federal  government  should  award  contracts  for  only 
two  reasons:  1 )  The  contractor  has  devised  a  more  effective  and  a  more  efficient 
way  of  providing  a  service  than  that  employed  by  the  agency,  or  2)  the  contractor's 
workforce  possesses  expertise  that  cannot  be  found  in  the  agency's  federal 
workforce. 

A  contractor  who  uses  the  same  methods  or  level  of  expertise  as  the  agency  in 
rendering  a  service  but  is  shown  in  a  cost-comparison  process  to  be  the  more 
efficient  service  provider  merely  because  she  pays  her  employees  next  to  nothing 
creates  no  program  efficiencies.  The  agency's  decision  to  contract  out  in  this 
context  produces  no  cost  savings.  Rather,  the  agency  saves  money  only  because 
it  has  contracted  with  a  business  that  pays  low  wages  and  provides  few,  if  any, 
fringe  benefits.   Do  we  really  want  agencies  to  save  money  by  taking  it  from  the 


comparison  requirement  to  advisory  and  assistance  services... (I)f  a  decision  is  made 
not  to  conduct  a  cost  comparison,  such  a  decision  should  be  adequately  justified  and 
documented." 
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battered  wallets  and  torn  purses  of  the  ever-expanding  number  of  contractor 
employees  toiling  at  or  near  the  minimum  wage?  Do  we  really  want  to  give 
contractors  powerful  incentives  to  provide  their  employees  with  the  lowest  salaries 
and  fewest  benefits  possible?  Do  we  really  want  the  federal  government  to 
become  a  silent  partner  in  sweatshop  operations  scattered  across  the  nation? 
Shouldn't  the  federal  government's  role  actually  be  to  encourage  providers, 
whether  they  be  federal  employees  or  contractor  employees,  to  come  up  with 
better  and  more  ingenious  ways  of  performing  important  services? 

It  is  chic  nowadays  for  conservative  lawmakers  and  their  like-minded  allies  in  the 
media  and  the  think-tanks  to  insist  that  any  bill  show  the  financial  impact  that  its 
provisions  would  have  on  states  and  local  governments.  Unfunded  mandates,  they 
call  them.  They  should  also  call  upon  the  federal  government  to  gauge  the  impact 
of  its  service  contracting  on  contractor  employees  and  their  families.  I  guarantee 
that  reading  of  the  severe  stresses  and  strains  experienced  by  these  men  and 
women  as  they  struggle  to  support  themselves  and  their  children  on  low-paying 
contractor  jobs  with  few,  if  any,  fringe  benefits,  will  prove  to  be  far  more  alarming 
than  any  impact  statement  produced  by  a  state  or  local  government.  I  wait  for  the 
well-financed,  tightly-organized  forces  fighting  to  make  the  federal  government 
more  accountable  for  its  so-called  unfunded  mandates  to  demonstrate  even  a  little 
of  that  same  zeal  towards  holding  agencies  responsible  for  the  effects  of  their 
service  contracting.  They'll  talk  to  you  about  their  unfunded  mandates,  but  I'll  tell 
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you  about  something  infinitely  more  tragic:  the  unfulfilled  dreams  of  contractor 
employees  and  their  families. 

4.  Effectiveness — the  quality  of  work  and  the  timeliness  of  delivery — 
is  just  as  important  a  consideration  as  efficiency  in  service  contracting. 

Of  course,  a  service  provider  must  do  more  than  perform  an  assignment  at  low 
cost.  The  quality  of  the  work  and  the  timeliness  of  the  delivery  are  just  as 
important  considerations.  Consequently,  the  comparison  between  contractors  and 
federal  employees  must  include  quality  and  timeliness  as  well  as  cost.  Only  if  the 
comparison  is  broadened  to  include  all  factors  relevant  to  performance  will  the 
federal  government  make  the  best  choices  for  service  assignments.  It  should  be 
self-evident  that  contractors  will  have  no  incentives  to  provide  satisfactory  service 
in  a  punctual  manner  until  the  federal  government  considers  quality  and  timeliness 
important  enough  to  be  included  in  the  public/profit  comparison. 

5.  Contracts  should  not  be  renewed  reflexively. 

I  also  urge  the  members  of  the  Subcommittee  to  consider  whether  the  public/profit 
comparison  should  include  an  additional  consideration:  whether  the  market  for  this 
particular  sen^/ice  will  remain  competitive  for  the  foreseeable  future.  Frequently, 
a  contractor  who  wins  a  significant  government  service  contract  acquires  such  an 
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advantage  over  his  rivals  that  the  latter  are  forced  to  significantly  retrench  or  even 
go  out  of  business,  thus  greatly  reducing  the  competitiveness  in  that  particular 
market.  The  absence  of  healthy  competition  removes  the  incentives  necessary  for 
the  contractor  to  provide  timely  and  effective  service;  consequently,  the  estimated 
cost  savings  realized  under  the  contract  usually  vanish.  When  the  contract  comes 
up  for  renewal,  the  contractor,  having  established  a  monopoly,  is  able  to  demand 
a  larger  fee  the  second  or  third  time  around.  By  then,  however,  the  federal 
government's  own  bargaining  power  is  significantly  reduced  since  the  federal 
employees  who  used  to  perform  the  service  in  question  have  often  been  separated 
or  dispersed,  their  valuable  expertise  lost.  The  best  way  to  keep  the  market 
competitive  is  to  require  that  agencies  conduct  another  public/profit  comparison  at 
the  time  of  renewal.  Contracts  should  not  be  reflexively  renewed.  As  time  passes, 
it  is  often  the  case  that  more  effective  and  more  efficient  ways  are  devised  to 
deliver  services.  If  the  service  contractor  knows  that  the  contract  will  be  renewed 
without  further  review,  what  incentive  will  there  be  to  reduce  or  eliminate  the 
unnecessary  expenses  he  charges  to  the  federal  government? 

6.  FTE  ceilings  are  forcing  agencies  to  use  service  contractors,  even 
when  it  has  been  shown  that  it  would  be  cheaper  to  do  the  work  in-house. 

The  most  aggravating  part  of  the  public/profit  comparison,  however,  is  what 
happens  after  a  determination  has  been  made  that  it  would  be  more  cost-effective 
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for  the  service  in  question  to  be  performed  by  federal  employees.  One  would  think 
that  this  determination  would  be  the  end  of  the  story:  an  important  service  is 
delivered  in  the  most  cost-effective  manner  possible;  the  nation's  taxpayers  enjoy 
a  small  victory  against  waste;  the  federal  government  uses  the  cost  savings  to 
address  other  pressing  needs;  contractors,  finally  spurred  on  by  real  competition, 
become  leaner  and  more  efficient  service  providers;  and  federal  employees 
overcome  a  biased  public/profit  compahson  process  and  are  justly  rewarded  for 
their  quiet  competence.  Although  that  is  how  the  story  should  end,  it  doesn't 
always  work  out  that  way  because  of  the  federal  government's  stubborn 
determination  to  snatch  defeat  from  the  jaws  of  victory.  Yes,  even  when  the 
public/profit  comparison  process  required  by  0MB  Circular  A-76  shows  that  it 
would  be  more  efficient  to  render  a  service  in-house,  the  federal  government  often 
still  insists  that  the  service  be  contracted  out — cost  savings  be  damned! 

As  0MB  reported  earlier  this  year,  several  agencies — including  the  Departments 
of  Agriculture,  Health  &  Human  Services,  Housing  and  Urban  Development  (HUD), 
State,  Education  and  Treasury,  as  well  as  the  Environmental  Protection  Agency — 
said  that  they  each  could  have  saved  several  million  dollars  by  performing 
functions  directly  rather  than  having  them  performed  by  contractors  but  did  not  do 
so  because  either  their  requests  to  0MB  to  take  on  the  necessary  full-time 
employees  (FTEs)  were  refused  or  the  agencies  were  so  sure  such  requests  would 
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be  refused  that  they  were  not  even  submitted/ 

As  the  Report  of  the  National  Performance  Review  clearly  states,  the  federal 
government  must  avoid  using  FTE  controls  to  produce  downsizing  because  that 
technique  is  "frequently  arbitrary  (and)  rarely  account(s)  for  changing 
circumstances... Organizations  that  face  new  regulations  or  a  greater  workload 
don't  get  new  FTE  ceilings.  Consequently,  they  must  contract  out  work  that  could 
be  done  better  and  cheaper  in-house."*  Instead  of  FTE  controls  in  isolation. 
Congress  must  define  the  scope  of  an  agency's  mission.  Only  when  it  is 
understood  what  work  an  agency  is  to  perform  can  the  appropriate  level  of  staffing 
be  realistically  determined.  FTE  controls  and  arbitrary  staff  reduction  targets 
cannot  possibly  lead  to  right-sizing. 


^  0MB,  Summan/  Report  of  Agencies'  Service  Contracting  Practices.  (January 
1994),  p.v.   "Agencies  often  assume  that  additional  government  personnel  will  not  be 
authorized  and,  therefore,  there  is  no  alternative  but  to  contract  for  needed  services. 
Several  agencies  requested  that  they  be  given  more  flexibility  with  respect  to 
determining  whether  work  should  be  performed  by  agency  or  contractor  staff. 
Examples  were  reported  where  the  government  (based  on  the  agencies'  projections) 
could  save  several  millions  of  dollars  by  performing  functions  directly  rather  than 
having  them  performed  by  contract."    In  the  report's  Appendix  2,  p.  30,  0MB  reported 
that  it  was  the  consensus  of  the  agencies  it  surveyed  that  "0MB  needs  to  review  the 
cost  effectiveness  of  bringing  contracted  work  in-house  when  there  aren't  sufficient 
Full-Time  Equivalents  (FTEs)  to  perform  the  work.   More  flexibility  with  the  budget 
limitation  on  FTEs  is  necessary  when  it  can  be  demonstrated  through  studies  that  it 
would  be  less  expensive  to  perform  the  work  in-house  but  government  personnel 
ceilings  prevent  that  decision." 

*  Report  of  the  National  Performance  Review,  Creating  A  Government  That  Works 
Better  &  Costs  Less  (September  1993),  p.  19. 
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If  the  federal  government  is  ever  to  become  a  better  shopper  for  services,  it  is 
obvious  that  senior  agency  managers  must  be  given  much  greater  flexibility  in 
using  their  budgetary  resources  so  that  funding  for  service  contracting  can  be  used 
to  hire  additional  FTEs  in  the  event  a  public/profit  comparison  process  indicates 
that  it  would  be  more  effective  and  more  efficient  to  render  a  particular  service  in- 
house. 

If  I  might  be  permitted  to  make  a  personal  aside:  Nothing  in  all  the  years  that  I 
have  worked  to  advance  the  interests  of  federal  employees  and  their  families  has 
made  me  so  angry  as  the  federal  government's  inexplicable  determination  to 
contract  out  a  service  even  when  it's  been  proven  that  the  service  could  be  more 
efficiently  rendered  in-house.  As  I  discussed  earlier,  federal  employees  have 
made  extraordinary  sacrifices  in  order  to  reinvent  the  federal  government  and 
make  it  more  effective  and  more  efficient.  But  why  should  federal  employees 
make  all  those  sacrifices  to  become  the  leaner  and  more  capable  service  provider 
if  the  federal  government  is  determined  to  contract  out  assignments  to  contractors 
who  have  been  proven  to  be  less  effective  and  less  efficient,  anyway?  Perhaps 
I  need  to  go  back  and  look  at  that  NPR  report  again,  but  I  don't  ever  recall  reading 
that  reinvention  of  government  meant,  in  the  extreme,  punishing  the  good  service 
provider  and  rewarding  the  bad  service  provider.  Clearly,  our  friends  at  0MB  need 
to  reinvent  their  understanding  of  the  reinvention  initiative. 
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I  also  suggest  that  they  review  the  provisions  of  the  Federal  Workforce 
Restructuring  Act  of  1994.  That  law  expressly  forbids  the  federal  government  to 
replace  federal  employees  separated  through  buy-outs  with  contractor  employees 
absent  a  comparison  process  determination  that  it  would  be  to  the  federal 
government's  financial  advantage. 

Understanding  the  need  to  take  a  proactive  approach  to  this  particular  form  of 
service  contracting  abuse,  Congresswoman  Eleanor  Holmes  Norton  (D-DC)  has 
sponsored  legislation  that  would  prevent  agencies  authorized  to  offer  buy-outs 
under  the  Federal  Workforce  Restructuring  Act  of  1994  from  contracting  out,  in 
whole  or  in  part,  the  duties  and  responsibilities  formerly  performed  by  a  bought-out 
federal  employee  (H.R.  4488).  AFGE  testified  in  support  of  this  legislation  at  a 
recent  hearing  of  the  House  Post  Office  and  Civil  Service  Committee's 
Compensation  and  Employee  Benefits  Subcommittee,  chaired  by  Congresswoman 
Norton.  On  behalf  of  AFGE,  I  urge  the  Members  of  the  Subcommittee  to  support 
this  important  legislation  in  the  full  Committee  and  on  the  House  floor. 

Section  7(c)(6)  of  0MB  Circular  A-76  could  be  an  additional  safeguard  against 
cost-inefficient  service  contracting  decisions.  That  provision  forbids  contracting 
out  work  performed  by  federal  employees  to  "solely  avoid  personnel  ceilings  or 
salary  limitations."  In  the  past,  AFGE  had  used  collective  bargaining  grievance 
procedures  to  report  such  violations.   However,  a  recent  court  decision  held  that 
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a  union  could  only  raise  Section  7(c)(6)  violations  in  an  agency's  internal  appeal 
system,  a  process  that  often  does  little  more  than  rubber-stamp  management's 
decisions.  Consequently,  there  is  no  longer  any  effective  forum  to  report  the 
failures  of  agencies  to  comply  with  this  important  federal  acquisition  regulation. 
I  urge  the  Members  of  the  Subcommittee  to  include  in  any  reform  of  the  0MB 
Circular  A-76  process  a  provision  that  would  expressly  allow  unions  to  use  a 
negotiated  grievance  procedure  to  resolve  disputes  over  whether  agencies  are 
abusing  their  authority  by  contracting  out  services  merely  to  avoid  personnel 
ceilings. 

C.  Contract  Administration 
Arguably,  "contract  administration"  is  the  biggest  misnomer  in  the  federal 
government's  entire  lexicon.  It  is  rare  that  any  such  "administration"  ever  occurs, 
and,  even  when  it  does,  the  so-called  administrators  usually  don't  know  anything 
about  contracts.  Service  contracting  personnel  concentrate  their  efforts  on  the 
awarding  of  contracts  and  the  obligation  of  funds,  not  the  oversight  of  contractor 
performance.  As  0MB  reported,  agencies  believe  that  they  are  contracting  for 
mission-essential  services;  as  a  result,  most  of  their  contract  administration  efforts 
focus  on  ensuring  that  they  receive  the  required  services  with  costs  often 
becoming  a  mere  peripheral  concern.^   In  addition,  most  contract  administration 


^  0MB,  Summary  Report  of  Agencies'  Service  Contracting  Practices  (January 
1994),  p.v.  "Contracting  personnel  concentrate  on  the  award  of  contracts  and  the 
obligation  of  funds." 

-19- 


58 


is  not  done  by  contracting  officers  who  are  skilled  in  determining  whether  the 
service  was  actually  rendered  for  the  price  specified  in  the  contract,  but  rather  by 
program  officers,  who  are  merely  determined  to  have  the  service  rendered, 
regardless  of  cost.'" 

As  GAO  has  recommended,  senior  agency  managers  must  be  made  accountable 
for  contract  administration/'  Also,  the  federal  government  must  train  more 
contract  officers.  Refusal  to  do  so  for  fear  of  incurring  additional  expense  is  a 
classic  example  of  being  penny-wise  and  pound-foolish.  It  does  the  federal 
government  no  good  to  award  a  contract  in  pursuit  of  greater  efficiency  only  to 
lose  those  savings  because  of  poor  or  even  non-existent  contract  administration. 

Much  of  the  refusal  to  take  contract  administration  seriously  stems  from  the 
pernicious  notion  held  by  many  senior  agency  managers  that  oversight  is  a  frill,  an 
optional  extra  that  can  be  discarded  during  times  of  austerity.  Wrong!  It's 
precisely  during  times  of  austerity  that  we  must  redouble  our  efforts  to  eliminate 
the  massive  amounts  of  waste,  fraud  and  abuse  in  service  contracting.   For  all  of 


'"  Ml.  "Contract  administration,  particularly  in  most  civilian  agencies,  is  conducted 
by  agency  program  staff  and  not  by  contracts  personnel.   The  program  staffs  are  often 
ill-trained  in  contract  administration." 

"  GAO,  FFDERAL  CONTRACTING:  Cost- Effective  Management  Requires 
Sustained  Commitment  (GAOAr-RCED-93-2)  (December  1992),  p.  13.    "The 
persistence  of  contract  management  problems  and  the  inattention  to  contracting  audits 
indicate  a  need  for  top  agency  managers  to  intervene,  raise  the  level  of  concern 
throughout  the  agency  and  see  issues  through  to  resolution." 
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its  occasional  advantages,  service  contracting  does  have  significant  disadvantages, 
the  difficult  and  expensive  problem  of  monitoring  contractor  performance  being 
only  the  first  and  foremost  of  those  problems.  Contract  administration  is  one  of  the 
costs  of  doing  business  with  contractors.  It's  that  simple.  And  because  it  is  a 
cost,  contract  administration  should  also  be  included  in  any  cost  comparison 
analyses. 

D.  Contract  Payment 
Contractors  have  no  incentives  to  provide  quality  service  for  the  lowest  cost  under 
the  current  payment  system.  The  federal  government  uses  two  basic  pricing 
eirrangements  for  purchasing  services:  fixed-price  contracts  and  cost-reimbursable 
contracts.  Fixed-price  contracts  require  a  contractor  to  assume  responsibility  for 
performing  the  agreed  upon  work  at  an  established  price.  Cost-reimbursable 
contracts,  on  the  other  hand,  reimburse  contractors  for  all  allowable  costs  incurred, 
and  are  often  used  when  the  assignment  is  poorly-defined  or  subject  to  change. 
But,  as  GAO  reported,  cost-reimbursable  contracts  "provide  contractors  with  little 
incentive  to  control  expenses  and  place  a  considerable  administrative  burden  on 
the  federal  government  to  oversee,  control  and  identify  inappropriate  costs. "'^ 
Quite  simply,  cost-reimbursable  contracts  give  contractors  a  built-in  incentive  to 
low-ball  the  costs  and  then  collect  even  larger  fees  as  the  contract's  costs  rise. 


'^  GAO,  FFDERAL  CONTRACTING:  Cost  Effective  Contract  Management 
Requires  Sustained  Commitment  (GAO/T-RCED-93-2)  (December  1992),  p.3. 
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Clearly,  the  federal  government  needs  to  eliminate  the  use  of  cost-reimbursable 
contracts  whenever  possible.  0MB  should  require  that  an  agency  justify  entering 
into  any  cost-reimbursable  contract.  It  should  go  without  saying  that  the  federal 
government  is  the  most  important  shopper  in  the  services  marketplace. 
Accordingly,  the  federal  government  should  use  its  extraordinary  leverage  to  make 
the  best  possible  deal,  especially  during  times  of  austerity.  If  that  means  getting 
tough  with  contractors  and  insisting  that  they  take  a  fixed-price  contract  instead 
of  a  cost-reimbursable  contract,  so  be  it.  Surely  the  nation's  taxpayers  deserve 
no  less  than  that.  Besides,  the  need  for  cost-reimbursable  contracts  will  be 
greatly  obviated  if  SoWs  are  sufficiently-detailed  and  written  with  an  appreciation 
for  contingencies. 

At  no  point  in  the  process  is  the  lack  of  adequate  oversight  more  costly  than  when 
it's  time  for  the  federal  government  to  pay  the  bill.  As  0MB  reported,  agencies  do 
not  always  review  the  effectiveness  and  efficiency  of  the  services  performed  by 
contractors  prior  to  the  issuance  of  making  payments. ^^  The  federal  government 
seems  to  be  that  rarest  of  shoppers:  one  who  doesnl  care  what  it  gets  as  long  as 
it  spends  a  lot.  I  cannot  relate  to  that  sort  of  attitude,  and  neither,  I  suspect,  do 
the  rest  of  the  nation's  taxpayers.  Clearly,  senior  agency  managers  need  to  be 
reminded  that  the  goal  of  awarding  a  contract  is  to  have  a  service  performed  in  an 


'^  0MB,  Summary  Report  of  Agencies'  Service  Contracting  Practices  (January 
1994),  p.  V. 
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effective  and  efficient  manner.  A  contract  is  a  means  to  an  end,  not  an  end  in 
itself.  Agencies  should  be  required,  as  part  of  the  contract  administration  process, 
to  review  the  service  contractor's  performance  prior  to  payment  to  ensure  that  it 
achieved  the  requisite  levels  of  effectiveness  and  efficiency.  Failure  to  do  so  will 
provide  contractors  with  no  incentives  to  improve  upon  their  worl<. 

In  my  dictionary,  "bonus"  is  defined  as  something  given  in  addition  to  what  is  due. 
I  can  only  conclude  that  some  senior  agency  managers  are  using  another 
dictionary  because  GAO  reports  that  bonuses  are  being  given  out  to  contractors 
who  have  only  just  met  contractual  requirements,  and  even  to  some  who  have 
fallen  short,  often  grievously  so.'"  As  GAO  points  out,  if  bonuses  are  awarded 
automatically,  they  reduce  the  contractor's  incentive  to  provide  timely,  high-quality 
worl<.'^  0MB  should  promulgate  rules  that  provide  senior  agency  managers  with 
sufficient  guidance  to  make  responsible  decisions  when  deciding  whether  to  award 


"  GAO,  FEDERAL  CONTRACTING:  Cost- Effective  Contract  Management 
Requires  Sustained  Commitment  (GAOAT-RCED-93-2)  (December  1992),  p.  8. 
"(GAO)  found  that  EPA  had  granted  interim  award  fees  to  contractors  whose 
performance  was  rated  as  less  than  satisfactory  at  the  end  of  the  contract.    (GAO's) 
1988  report  disclosed  that  6  contractors  in  (its)  sample  of  11  that  had  received  a  less 
than  satisfactory  overall  performance  rating  earned  between  29  and  45  percent  of  the 
available  award  fees. ..Similarly,  in  (GAO's)  1989  review  that  included  six  DOE-award 
fee  determinations,  the  contractors'  environmental  performance  was  rated  as 
satisfactory  or  better.   As  a  result,  these  contractors  received  the  majority  of  the 
available  award  fees  even  though  they  had  been  cited  for  repeated  Resource 
Conservation  and  Recovery  Act  (RCFIA)  violations.    For  example,  one  of  these 
contractors  was  cited  by  EPA  and  a  state  for  17  RCRA  violations  yet  received  an 
'excellent'  rating  for  environmental  management." 

''Mi. 
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bonuses.  A  bonus  should  be  given  as  a  reward  for  superior  performance,  not  as 
part  of  some  government  entitlement  program  for  service  contractors,  no  matter 
how  underachieving. 

E.  Contract  Auditing 
Agencies  must  conscientiously  audit  the  work  of  their  contractors  to  ensure  that 
the  government  pays  no  more  than  what  it  should  for  the  services  it  procures.  As 
GAO  reports,  "(i)ndependent  audits  show  millions  of  dollars  in  unallowable  and 
questionable  costs  have  been  charged  that  do  not  contribute  directly  to  the 
agency's  intended  mission."'*  Requiring  agencies  to  systematically  audit  a 
representative  number  of  their  contracts  will  help  to  provide  service  contractors 
with  the  incentives  necessary  to  improve  their  work. 

Better  auditing  will  also  allow  the  federal  government  to  recover  the  expensive 
materials  and  equipment  agencies  purchase  for  their  service  contractors.  Imagine 
for  a  moment  that  you  are  a  homeowner  who  has  determined  that  it  would  be 
more  effective  and  more  efficient  to  hire  someone  to  paint  your  house  than  to  do 
the  work  yourself.  And,  imagine  that  after  hiring  this  person,  presumably  in 
possession  of  the  requisite  skill  and  ability,  you  pay  her  the  money  needed  to 
procure  the  materials  and  equipment  necessary  to  perform  the  service,  i.e.,  paints. 


''  GAO,  FEDERAL  CONTRACTING:  Cost- Effective  Contract  Management 
Requires  Sustained  Commitment  (GAO/T-RCED-93-2)  (December  1992),  p.  11. 
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brushes,  trucks,  ladders,  smocks,  etc.  Then,  imagine  that,  after  completing  your 
assignment,  this  splendidly-equipped  painter  keeps  the  materials  and  equipment 
you  provided  for  the  painting  of  your  house,  and  then  proceeds  to  use  those 
supplies  for  her  own  benefit.  Well,  something  very  much  like  that  happens  in  too 
many  federal  service  contracts  because  neither  the  law  nor  the  contract  specifically 
provides  for  the  return  of  such  materials  and  equipment. 

Several  years  ago,  the  House  Committee  on  Government  Operations  reported  that 
more  than  $40  billion  worth  of  materials  and  equipment  purchased  by  the  federal 
government  for  use  by  contractors  in  the  performance  of  their  services  was  still  in 
the  possession  of  those  contractors.^'  The  report  noted  that,  in  many  cases, 
contractors  had  improperly  used  this  federal  government  property  to  perform 
commercial  work  unrelated  to  the  contract.  In  addition,  according  to  the  report, 
some  of  that  property  had  even  been  sold  back  to  the  government.  Well,  I  think 
we've  all  dealt  with  the  proverbial  parasitical  neighbor  who  borrows  a  lawnmower, 
rake  or  some  other  garden  implement  which  he  can't  be  persuaded  to  return 
without  dire  threats  of  criminal  prosecution,  but  at  least  he  never  tried  to  sell  us 
back  our  own  property! 

The  findings  of  that  1985  Congressional  report  have  not  been  followed  up  on  by 
the  executive  branch  to  determine  whether  these  inept  management  practices 


House  Report  99-139  (May  21,  1985). 
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have  been  corrected  and  the  wasteful  giveaways  stopped.  Perhaps  that  explains 
why  no  contractor  has  voluntarily  returned  property  wrongfully  retained  or 
reimbursed  the  federal  government  for  property  improperly  resold.  Clearly,  many 
contractors  will  continue  to  have  sticky  fingers  until  Congress  insists  that  agencies 
use  tougher  audits  to  clean  up  the  mess  in  contracting. 

Finally,  isn't  it  time  that  contractor  expenses  were  listed  as  a  line  item  in  the 
federal  budget,  instead  of  being  scattered  here,  there  and  everywhere  throughout 
the  eye-straining  fine  print  of  that  massive  tome?  As  Everett  Dirksen  is  said  to " 
have  observed,  a  billion  here,  a  billion  there,  and  pretty  soon  you're  talking  about 
real  money.  Well,  $105  billion,  the  extraordinary  sum  the  federal  government 
spends  every  year  on  services  of  varying  quality  and  timeliness  from  contractors, 
is  real  money  by  anyone's  definition.'*  Displaying  prominently  the  staggering 
grand  total  for  service  contractor  expenses  as  a  line  item  in  the  federal  budget  will 
do  much  to  bring  the  crisis  in  contracting  to  the  attention  of  policy-makers  and 
taxpayers  alike. 

2.  £QU1IY 

As  Members  of  the  Subcommittee   know,   federal   employees   have  already 


'*  0MB,  Summary  Report  of  Agencies'  Service  Contracting  Practices  (January 
1994),  p.  iv. 
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shouldered  a  disproportionate  share  of  the  burden  of  deficit  reduction.  Reductions 
in  federal  employee  compensation  from  1981  to  1994  have  already  saved  the 
federal  government  almost  $1 70  billion,  according  to  figures  compiled  by  0MB  and 
the  Office  of  Personnel  Management  (0PM).'®  These  federal  employee 
compensation  reductions  have  taken  the  form  of  everything  from  foregone  pay 
raises  to  the  elimination  of  lump-sum  retirement  benefits.  And,  of  course,  272.900 
federal  employees  will  lose  their  jobs  through  downsizing  over  the  next  five  years. 

But  while  federal  employees  have  been  making  one  sacrifice  after  another,  year 
after  year,  in  order  to  achieve  deficit  reduction  and  advance  the  reinvention  of 
government  initiative,  service  contractors  have  been  digging  deeper  and  deeper 
into  the  public  purse.  In  fact,  0MB  reported  earlier  this  year  that  service 
contracting  is  the  fastest  growing  part  of  federal  procurement,  now  accounting  for 
more  than  one-half  of  the  $200  billion  spent  each  year  by  the  government  for 


'    Federal  Government  Service  Task  Force,  "Changes  Affecting  The  Pay  And 
Benefits  Of  Federal  Employees"  (January  1993).   This  chart  was  assembled  by  a 
respected  legislative  service  organization,  using  data  compiled  by  0MB  and  0PM.   Its 
accuracy  has  been  verified  by  GAO.  The  chart  reveals,  year-by-year,  some  fourteen 
different  types  of  cuts  in  compensation  for  federal  employees,  including:  1)  reductions 
in  scheduled  pay  increases;  2)  delays  in  scheduled  pay  increases;  3)  reductions  in 
health  benefits;  4)  Medicare  tax  increases;  5)  elimination  of  paid  holidays  from  lump 
sum  pay-outs;  6)  revised  computations  of  GS  pay  from  2080  to  2087  hours;  7) 
elimination  of  1%  add-on  to  retiree  COLAs;  8)  revision  of  minimum  benefits  for 
disability  retirement;  9)  repeal  of  look-back  annuity  guarantee  provisions;  10)  semi- 
annual to  annual  COLA  adjustments;  11)  limitation  of  COLAs  to  one-half  of  the 
Consumers  Price  Index  for  retirees  under  age  62;  12)  delays  in  COLAs  from  June  to 
December;  13)  revision  of  eligibility  requirements  for  disability  retirement;  14) 
sequestration  of  COLA  required  by  the  Deficit  Reduction  Act. 
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goods  and  services.^" 

If  Dickens  had  been  alive  today  and  interested  in  public  policy  he  might  have 
referred  to  this  strange  turn  of  events  as  a  tale  of  two  workforces.  For  the 
contractor  workforce  it  is  the  best  of  times.  Even  in  the  face  of  mounting  concern 
over  massive  cost  overruns  and  shoddy  work,  funding  for  the  contractor  workforce 
grows  and  grows.  But  for  the  federal  workforce  it  is  the  worst  of  times.  Despite 
making  the  sacrifices  necessary  to  bring  about  dramatic  improvements  in  the 
effectiveness  and  efficiency  of  service  delivery,  federal  employees  must  still 
engage  in  a  Sisyphean  struggle  every  year  merely  to  secure  the  wage  increases 
guaranteed  to  them  by  law. 

This  is  wrong!  Isn't  it  time  for  Congress  to  insist  that  contractors  emulate  the 
example  of  federal  employees  by  shouldering  their  fair  share  of  the  burden  of 
deficit  reduction  in  order  to  advance  the  common  good?  What  possible  rationale 
can  there  be  for  treating  similarly-situated  workforces  so  very  differently?  What 
reasons  can  be  advanced  to  support  reductions  in  the  more  efficient  and  the  more 
effective  federal  workforce  and,  at  the  same  time,  increases  in  the  more  costly  and 
the  more  wasteful  service  contractor  workforce? 


^  0MB,  Summary  Report  of  Agencies'  Service  Contracting  Practices  (January 
1994),  p.  iv. 
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3.  REINVENTION  OF  GOVERNMENT 

The  crisis  in  contracting  poses  a  grave  threat  to  the  reinvention  of  government 
initiative.  As  part  of  that  initiative,  272,900  employees  will  be  separated  from 
service  over  the  next  five  years.  Ideally,  the  federal  government  will  eventually  be 
capable  of  delivering  the  same  services  with  fewer  employees  by  empowering 
front-line  worl<ers  and  making  agencies  less  top-heavy  hierarchically.  Due  to 
excessive  service  contracting,  however,  that  ideal  is  unlil<ely  to  be  achieved. 
Rather  than  seizing  upon  this  opportunity  to  improve  the  methods  by  which 
services  are  delivered,  some  senior  agency  managers  have  chosen  to  hold  on 
doggedly  to  the  status  quo  and  simply  replace  separated  federal  employees  with 
contractor  employees.  This  is  downsizing?  As  GAO  and  0MB  reports  indicate, 
this  sort  of  shell  game  benefits  service  contractors,  not  taxpayers.  Clearly,  senior 
agency  managers,  like  the  rest  of  us,  need  incentives  to  innovate  and  improve. 

The  Department  of  Defense  (DoD),  however,  is  not  content  with  merely  failing  to 
provide  its  senior  managers  with  incentives  to  innovate  and  improve.  Had 
Congress  not  intervened  through  its  defense  authorizing  and  appropriating  bills, 
DoD  would  have  actually  required  its  senior  managers  nol  to  innovate  and 
improve.  Earlier  this  year,  John  Deutch,  the  Deputy  Secretary  of  Defense, 
instructed  his  senior  managers  to  forbid  federal  employees  from  competing  against 
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contractors  for  many  maintenance  assignments  at  military  depots.^'  The  Deutch 
depots  debacle  would  have  contravened  the  reinvention  initiative  in  three  very 
important  ways.  First,  the  fundamental  principle  of  awarding  assignments  to  the 
more  effective  and  the  more  efficient  ser/ice  provider  would  have  been  destroyed. 
One  would  think  that  this  principle  is  especially  important  when  national  security 
is  at  stake.  Depot  maintenance  should  be  considered  a  core  function.  Our 
nation's  leaders  should  think  very  carefully  before  entrusting  such  an  important 
responsibility  to  profit-oriented  service  contractors. 

Second,  the  Pentagon's  senior  managers  would  no  longer  have  had  any  reason 
to  improve  their  service  delivery  methods  and  techniques.  After  all,  why  should 
they  have  even  bothered  when  depot  maintenance  work  would  have  been 
assigned  to  a  contractor,  any  contractor,  no  matter  how  much  time  and  effort  they 
would  have  expended  in  reinventing  their  own  little  part  of  the  department,  no 
matter  how  much  more  effective  and  more  efficient  their  operation  would  have 
been  compared  to  the  service  contractor  eventually  chosen? 


^'  "Deutch  Orders  Depot  Rivalry  To  Halt,"  Defense  News,  May  9,  1994,  p.  18.   As 
part  of  DoD's  effort  to  "shrink  the  amount  of  core  in-house  work  performed  by  the 
military  depots,  John  Deutch,  U.S  deputy  defense  secretary,  has  directed  Pentagon 
officials  to  halt  competitions  between  industry  and  military  depots,  saying  it  is 
impossible  to  create  a  level  playing  field  for  fair  competitions."    I  would  agree  that  the 
0MB  Circular  A-76  public/profit  competition  process  is  unfair,  but,  as  I  have  attempted 
to  demonstrate  in  my  testimony,  the  victims  of  this  unfairness  are  actually  federal 
employees. 
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Finally,  without  the  public/profit  competition  for  assignments,  contractors  would 
have  been  significantly  less  motivated  to  reduce  costs  and  improve  services. 

Absent  Congress'  timely  intervention,  the  death  knell  would  have  been  sounded 
for  the  reinvention  of  government  initiative  at  DoD.  And,  if  Congress  permits  this 
practice  of  preventing  federal  employees  from  even  competing  against  service 
contractors  to  be  adopted  by  other  agencies,  so  much  for  reinvention,  period. 

cnNCLUSION 

The  most  distressing  aspect  of  this  crisis  in  contracting  is  that  we  just  don't  know 
how  big  the  crisis  really  is  because  we  just  don't  know  how  big  the  contractor 
workforce  really  is.  Considering  that  the  federal  government  now  spends  a 
whopping  $105  billion  per  year  on  thousands  and  thousands  of  labor-intensive 
service  contracts,  I  can  conservatively  estimate  that  the  contractor  workforce  is 
some  2,000,000  employees.  I'm  sorry  I  can't  provide  the  Subcommittee  with  a 
precise  figure,  but  then  our  friends  at  0MB  can't  provide  one  either— and  that's 
their  job.  And,  absent  the  force  of  legislation  like  Congresswoman  Norton's  bill  to 
require  0PM  to  develop  and  implement  a  system  for  determining  the  number  of 
persons  employed  under  federal  service  contracts  (H.R.  4487),  the  light  of  truth  will 
never  begin  to  shine  on  this  shadow  government.  As  points  of  reference,  however, 
the  Members  of  the  Subcommittee  should  keep  in  mind  that  the  2,017,167 
employees  who  make  up  the  entire  federal  workforce  earn  a  combined  $75.3 
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billion  in  salary  per  year.^  Officials  at  0MB  talk  often  about  making  the  federal 
government  run  more  like  a  business.  But  is  there  a  single  firm  in  the  private 
sector  that  fails  to  keep  any  records  about  a  burgeoning  subset  of  employees  who 
make  up  anywhere  from  one-third  to  one-half  of  its  total  workforce?  I  very  much 
doubt  it. 

As  part  of  the  reinvention  initiative,  0MB  is  charged  with  supervising  the 
downsizing  of  the  federal  government's  workforce.  At  the  risk  of  sounding  like  a 
New  Age  prophet,  I  urge  the  Members  of  the  Subcommittee  to  take  a  holistic  view 
of  the  federal  government's  workforce.  The  overall  federal  workforce  is  made  up 
of  federal  employees  and  contractor  employees.  Federal  employees  and 
contractor  employees  are  ultimately  part  of  the  same  workforce. 

Now,  reinvention  requires  that  almost  272,900  federal  employees  be  separated 
from  the  federal  government's  workforce  during  the  next  five  years.  At  the  same 
time,  however,  service  contracting  will  continue  to  be  the  fastest  growing  area  of 
federal  procurement.  Consequently,  one  part  of  the  federal  government's  overall 
workforce  is  shrinking,  while  the  other  part  is  growing.  But  since  the  contractor 
workforce  is  shrouded  in  secrecy,  its  phenomenal  level  of  growth  goes  unnoticed, 
allowing  0MB  to  point  to  the  reduction  in  the  number  of  federal  employees  and 
claim  that  the  federal  government's  workforce  is  actually  shrinking.  However,  we 


0PM,  Pay  Structure  of  the  Federal  Civil  Service  (March  31,  1993),  pps.  12-13. 
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know  better.  Downsizing  federal  employees  while  up-sizing  contractor  employees 
only  wrong-sizes  the  federal  government's  overall  workforce.  In  fact,  absent  the 
sort  of  service  contracting  reform  we've  been  talking  about  here  today,  downsizing 
OMB-style  will  lead  to  an  increase,  not  a  decrease,  in  federal  spending. 

Considering  the  phenomenal  level  of  growth  in  federal  service  procurement  in 
recent  years  and  the  apparent  lack  of  interest  of  the  executive  branch  in  even 
broadly  defining  the  parameters  of  this  very  serious  problem,  it  is  imperative  that 
Congress  take  the  lead  in  dealing  with  the  crisis  in  contracting.  Therefore,  I  urge 
the  Members  of  the  Subcommittee  to  begin  that  important  process  by  working  to 
achieve  a  1 0%  reduction  in  the  federal  government's  service  contracting  expenses. 
Such  an  initiative  will  not  just  save  the  nation's  taxpayers  over  $50  billion  during 
the  next  five  years,  but  it  will  also  ensure  that  agencies  only  resort  to  ser/ice 
contracting  when  the  work  cannot  be  performed  more  effectively  and  more 
efficiently  in-house. 

The  imposition  of  a  10%  reduction  on  sen>/ice  contracting  expenses  would  also 
generate  significant  savings  without  adversely  affecting  the  service  contractors' 
performance.  According  to  The  Washington  Post,  the  mere  prospect  of 
competition  at  the  Department  of  Energy  has  "already  led  some  contractors... to 
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offer  to  reduce  costs  by  15  percent  to  20  percent.""  Imagine  the  savings  that 
would  be  generated  if  the  federal  government  insisted  that  service  contractors  at 
every  agency  cut  that  much  waste,  fraud,  and  abuse  out  of  their  contracts.  To 
paraphrase  a  British  statesman  from  earlier  in  this  century,  federal  service 
contractors  should  be  squeezed,  as  a  lemon  is  squeezed — until  the  pips  squeak. 
My  only  doubt  is  not  whether  there  is  enough  juice  in  those  lemons  to  meet  a 
small  but  significant  fraction  of  our  deficit  reduction  needs,  but  whether  Congress 
will  ever  get  around  to  squeezing  them  hard  enough.^" 

This  morning,  I  have  discussed  in  detail  how  we  can  significantly  reduce  waste, 
fraud,  and  abuse  in  federal  service  contracting.  Before  concluding  my  testimony, 
I  would  like  to  share  with  the  Members  of  the  Subcommittee  a  story  which 
dramatizes  many  of  the  points  I  have  raised.  HUD  is  one  of  the  departments  that 
has  been  hit  particularly  hard  by  downsizing  in  the  dark.  I  use  that  term  to 
describe  the  failure  to  conduct  any  rigorous  analysis  prior  to  the  establishment  of 


^  "Energy  Dept.  Plans  Competition  for  Big  Contracts,"  The  Washington  Post.  July 
7,  1994,  p.  A24.   "The  success  of  the  department's  strategy  probably  will  not  be 
known  for  some  months... But  Thomas  P.  Crumbly,  the  assistant  secretary  for 
environmental  restoration  and  waste  management,  said  the  "specter  of  competition' 
had  already  led  some  contractors... to  offer  to  reduce  costs  by  15  percent  to  20 
percent.    Mf  implied  competition  will  do  that,  imagine  what  real  competition  will  do,' 
Crumbly  quipped." 

^*  "The  Germans,  if  this  Government  is  returned,  are  going  to  pay  every  penny; 
they  are  going  to  be  squeezed,  as  a  lemon  is  squeezed — until  the  pips  (seeds) 
squeak.   My  only  doubt  is  not  whether  we  can  squeeze  hard  enough,  but  whether 
there  is  enough  juice."   Sir  Eric  Geddes  (1875-1937) 
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the  government-wide  FTE  employee  downsizing  target  provided  for  in  the  Federal 
Workforce  Restructuring  Act  of  1994.  That  is  to  say,  prior  to  the  target's 
establishment,  no  attempt  was  made  to  determine,  on  the  one  hand,  what  types 
of  services  the  federal  government  should  provide  to  the  public  and,  on  the  other 
hand,  what  types  of  employees  and  how  many  employees  are  needed  to  provide 
those  services  in  an  effective  and  efficient  manner. 

But  some  departments  began  to  experience  the  pernicious  effects  of  downsizing 
in  the  dark  long  before  the  enactment  of  the  Federal  Workforce  Restructuring  Act 
of  1994.  In  a  study  conducted  by  the  well-respected  National  Academy  of  Public 
Administration  (NAPA)  at  the  request  of  Congress,  it  was  determined  that  HDD's 
statutory  responsibilities  have  increased  more  than  three-fold  between  1980  and 
1990;  during  that  same  period,  NAPA  researchers  discovered  that  the 
department's  in-house  staff  has  been  cut  by  over  one-fifth. ^^  The  resulting 
personnel  shortfall  has  forced  HUD  to  increase  substantially  its  service  contracting. 
Exacerbating  this  already  difficult  situation  is  that  much  of  the  sen/ice  contracting 
conducted  by  HUD  is  not  even  subject  to  the  flawed  and  often  toothless  0MB 
Circular  A- 76  public/profit  cost  comparison  process. 

HUD  is  currently  negotiating  with  the  Massachusetts  Housing  Finance  Agency 


National  Association  of  Public  Administration,  Renewing  HUD:  A  Long-Term 
Agenda  for  Effective  Performance  (July  1994),  p.  1. 
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(MHFA)  to  administer  the  department's  insured  loans  with  borrowers  who  have 
participated  in  the  Title  VI  preservation  program  of  the  Low  Income  Housing 
Preservation  and  Resident  Homeownership  Act  of  1990.  MHFA  is  proposing  that 
HUD  pay  it  the  standard  3%  Section  8  administrative  fee  for  contract 
administrative  services.^*  This  annual  fee  is  calculated  by  taking  the  average  rent 
for  a  two  bedroom  unit  in  the  project  area,  multiplying  that  figure  by  the 
administrative  fee  of  3%,  multiplying  that  figure  by  the  total  number  of  Section  8 
units,  and  then  multiplying  that  figure  by  12  months. 

To  illustrate  this  formula,  the  average  Section  8  rent  in  the  Boston  area  is 
$921 .00.^^  3%  of  that  figure  is  $27.63.  A  200  unit  development  typically  includes 
165  Section  8  units.  $27.63  times  165  equals  $4,558.95.  That  figure  multiplied 
by  12  months  equals  $54,707.40.  That  last  figure  is  the  annual  fee  MHFA  would 
charge  HUD  to  provide  contract  administrative  services  for  one  200  unit 
development  in  the  Boston  area. 

Let's  put  this  in  perspective.  MHFA's  annual  fee  for  contract  administrative 
services  at  that  one  200  unit  development  is  slightly  more  than  the  average  cost 
of  one  HUD  FTE  employee.    But  that's  where  the  similarity  between  HUD's  in- 


The  standard  Section  8  administrative  fee  is  outlined  in  Chapter  15  of  HUD 
Handbook  4350.5,  Subsidy  Contract  Administration  and  Field  Monitoring  (June  1994), 
Section  2,  paragraph  15-4. 
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house  staff  and  MHFA,  its  would-be  service  contractor,  ends  because  the  average 
HUD  FTE  employee  handles  30  to  35  developments  at  any  one  time.  Quite 
simply,  this  means  that  the  average  HUD  FTE  employee  produces  30  times  more 
work  than  MHFA  would — and  does  so  at  a  slightly  lower  cost. 

Nevertheless,  as  a  result  of  its  skillful  negotiations,  MHFA  may  take  over  from 
HUD  contract  administration  services  for  85  different  developments  located 
throughout  the  entire  state.  Assuming  that  80%  of  the  14,414  units  in  those  85 
developments  are  eligible  to  receive  Section  8  subsidies,^  MHFA  will  charge  the 
taxpayers  annual  fees  in  excess  of  $3.8  million.  Assuming  that  a  HUD  FTE 
employee  costs  $54,000.^  MHFA's  bill  of  $3.8  million  would  pay  for  70  HUD  FTE 
employees,  or  67  more  HUD  FTE  employees  than  are  necessary  to  manage  85 
developments.  If  that's  not  bad  enough,  remember  this:  these  contract 
administrative  services  will  be  required  for  another  half-century  and  the  fees 
MHFA  would  charge  will  be  allowed  to  increase  year  after  year  after  year. 

Why  is  HUD  so  aggressively  pursuing  this  contract?  Because  the  department's 
FTE  ceiling  leaves  its  senior  managers  with  no  choice  but  to  hire  a  contractor  to 


^  Since  Title  VI  allows  for  the  extension  of  Section  8  subsidies  to  all  "very  low-" 
and  "low-"  income  tenants,  an  80%  eligibility  rate  is  actually  a  conservative  estimate. 

^  Harriet  Hughes,  HUD's  Deputy  Director  of  the  Office  of  the  Budget,  told  Carolyn 
Federoff,  president  of  an  AFGE  HUD  local,  in  a  telephone  conversation,  on  September 
27,  1994,  that  HUD  FTE  employees  working  in  the  field,  i.e.,  those  who  administer 
housing  loans,  earn  an  average  income  of  $54,000  per  annum. 
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perform  this  important  service. 

FTE  ceilings  should  reflect  accurate  staffing  needs  as  determined  by  in-depth 
analyses  of  the  work  to  be  done.  But  when  FTE  ceilings  are  established  without 
regard  to  a  department's  actual  service  responsibilities,  we  should  not  be  surprised 
that  senior  managers  contract  out  to  make  up  for  in-house  staff  shortages — even 
if  they  know  such  decisions  to  be  cost- ineffective.  Without  question,  departments 
must  be  given  greater  flexibility  in  using  their  budgetary  resources  so  that  funding 
for  contracting  out  purposes  can  be  used  to  retain  the  existing  in-house  workforce 
or  to  hire  additional  FTE  employees  in  the  event  that  it  would  be  more  effective 
and  more  efficient  to  render  a  particular  service  in-house.  Ironically,  HUD's  senior 
managers  make  the  case  better  than  I  do.  In  response  to  an  0MB  inquiry,  they 
said  that  "(w)here  in-house  cost-effectiveness  is  supported  by  analysis,  a 
presentation  should  be  made  to  Congress,  through  the  budget  process, 
recommending  the  conversion  of  contract  dollars  to  FTEs."^ 

0MB  has  failed  to  act  on  HUD's  urgent  plea  for  greater  budgetary  flexibility,  as  it 
has  on  similar  requests  from  at  least  six  other  departments.  If  Congress  really 
wants  to  resolve  the  crisis  in  contracting,  this  is  where  its  effort  must  start, 
because  even  if  we  are  successful  in  reforming  the  0MB  Circular  A-76  guidelines. 


^  0MB,  Summary  Report  of  Agencies'  Service  Contracting  Practices.  (January 
1994).  pps.  18-19. 
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nothing  will  change  if  FTE  ceilings  still  force  agencies  to  use  service  contractors, 
no  matter  how  ineffective,  no  matter  how  inefficient. 

That  concludes  my  testimony.  Thank  you  again,  Mr.  Chairman,  for  allowing  me 
the  opportunity  to  discuss  with  you  the  thoughts  of  AFGE's  membership  on  how 
the  0MB  Circular  A-76  process  can  be  reformed  to  bring  about  better  contracting, 
better  service  to  needy  beneficiaries,  and  better  use  of  precious  tax  revenues.  I 
will  be  happy  to  respond  to  any  questions. 
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Mr.  McCloskey.  President  Tobias,  your  statement  also  is  accept- 
ed, and  please  proceed. 

Mr.  Tobias.  Thank  you  very  much,  Mr.  Chairman. 

I,  like  my  colleagues,  appreciate  the  fact  that  you  have  focused 
so  much  attention  on  this  very  difficult  problem.  The  issues  that 
you  raise  are  timely,  and  they  are  compelling. 

At  the  same  time  agencies  are  being  asked  to  downsize  the  num- 
ber of  contractors  doing  business  with  the  Federal  Government  and 
their  costs  continue  to  rise.  As  my  colleagues  have  mentioned,  the 
0MB  report  in  January  stated  that  service  contracts  are  the  fastest 
growing  areas  of  Government  procurement,  accounting  for  $105  bil- 
lion of  the  Government's  $200  billion.  And  we  are  using  this  $105 
billion,  but  it  is  important  to  keep  in  mind  that  that  $105  billion 
refers  to  fiscal  year  1992 — not  1993,  not  projected  for  1994,  not  pro- 
jected for  1995,  but  fiscal  year  1992.  Who  knows  what  it  is  today? 
We  certainly  know  that  it  is  a  heck  of  a  lot  more  than  $105  billion. 

Moreover,  the  report  stated  that  the  number  of  contractors  doing 
business  rose  from  62,819  to  82,472  from  1989  to  fiscal  year  1992. 
This  is  especially  alarming  when  one  considers  that  contracts  may 
be  initially  awarded  without  any  cost  analysis. 

0MB  has  also  stated  that  cost  analysis  and  independent  Govern- 
ment cost  estimates  are  not  performed  by  many  agencies  prior  to 
the  renewal,  extension  or  even  recompetition  of  existing  contracts. 

The  numbers  are  also  alarming  because  the  1994  OMB  report  is 
the  first  comprehensive  report  ever  conducted.  We  have  been  ask- 
ing OMB  during  the  Bush  and  Reagan  years  to  tell  us  how  much 
was  being  spent  on  contracting  out,  and  the  response  was  always: 
We  don't  know.  We  can't  figure  it  out.  The  agencies  won't  tell  us. 
So  this  is  the  very  first  report  that  has  ever  been  created. 

I  suggest,  Mr.  Chairman,  that  Congress  can't  perform  its  over- 
sight role  or  its  policy-setting  role  without  clear,  comprehensive  re- 
ports from  OMB  concerning  the  numbers  and  amounts  spent  by 
each  agency  on  contracting  out. 

Now,  as  everyone  in  this  room  knows  ad  nauseam  this  morning, 
the  performance  of  commercial  government  activities  by  outside 
contractors  is  subject  to  OMB  Circular  A-76.  But,  in  contrast,  the 
service  contracts  are  not.  This  is  appalling  when  one  considers  the 
$105  billion  that  are  spent. 

Although  OMB  Policy  Letter  931  provides  guidance  on  managing 
and  controlling  the  use  of  service  contracts,  it  lacks  any  require- 
ment for  agencies  to  develop  a  cost  comparison  between  in-house 
work  and  the  use  of  outside  contractors.  And  it  is  not  as  though 
the  time  spent  by  agencies  would  be  wasted.  As  we  heard  this 
morning,  GAO  has  found  on  repeated  occasions  how  much  money 
would  be  saved  if  these  cost  comparisons  were  conducted. 

In  one  place  where  I  am  very  familiar,  and  that  is  with  the  De- 
partment of  Energy,  the  support  services  contracts  reveal  that  the 
direct  Government  performance  of  these  contracts  would  have  re- 
sulted in  savings  of  26  to  53  percent.  So  we  are  not  talking  about 
chump  change  when  we  are  talking  about  the  amount  of  savings 
that  would  be  created. 

Now  we  agree  with  the  prior  testimony  today  that  OMB  should 
extend  the  A-76  cost  comparison  requirement  to  advisory  and  as- 
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sistance  services.  Subjecting  these  to  Circular  A-76  will  address 
shortcomings  in  the  contracting  process. 

However,  as  0MB  noted  in  its  report,  some  agencies  have  re- 
ported that  even  when  they  are  able  to  demonstrate  through  stud- 
ies that  it  would  be  less  expensive  to  perform  the  work  in-house 
rather  than  contract  it  out  they  are  not  authorized  to  hire  addi- 
tional Government  personnel  because  there  is  no  room  in  their  per- 
sonnel budgets,  there  is  no  room  under  the  FTE  caps,  but  there  is 
plenty  of  room  in  the  procurement  budgets  to  accomplish  the  work. 

It  is  indeed  ironic  that  ever  tighter  restrictions  on  hiring  Federal 
workers  are  leading  to  what  has  been  shown  to  be  more  expensive 
contracting  out  of  these  services. 

Strict  FTE  caps  should  not  be  manipulated  to  justify  increased 
contracting  out  of  services.  Under  this  scenario,  reinvention  would 
be  limited  to  a  ledger  paper  change,  the  procurement  column  hav- 
ing a  far  larger  debit  and  the  FTE  column  indicating  a  decrease  in 
government  employees. 

The  need  for  service  contract  reform  is  evident,  and  special  atten- 
tion is  needed  to  ensure  that  downsizing  does  not  in  fact  lead  to 
an  increase  instead  of  a  decrease  in  Federal  spending.  The  end  re- 
sult of  the  ongoing  downsizing  ought  not  to  mean  the  expansion  of 
the  shadow  government  that  has  built  up  around  our  Federal  agen- 
cies. 

And  I  share  the  concern  of  my  colleagues  about  the  number  of 
employees  who  are  out  there  as  contractors.  I  mean,  if  we  just  fig- 
ured that  it  cost  $40,000  a  year — which  is  what  it  costs  to  hire  a 
Federal  employee  on  the  average  when  you  consider  their  salary 
and  benefits — and  divide  that  into  $105  billion  in  1992  costs,  we 
have  2.6  million  employees  out  there — or  500  million  more  that  are 
employed  by  the  Federal  Government.  I  think  that  is  incredible. 

It  is  imperative  that  contracting  out  of  Government  functions  be 
used  only  when  truly  proven  to  be  more  cost-effective. 

Again,  Mr.  Chairman,  I  appreciate  the  opportunity  to  appear 
today,  and  I  will  be  pleased  to  answer  any  questions  you  might 
have. 

Mr.  McCloskey.  Well,  thank  you  very  much. 

[The  prepared  statement  of  Mr.  Tobias  follows:] 

Prepared  Statement  of  Robert  Tobias,  President,  National  Treasury 
Employees  Union 

Mr.  Chairman,  Members  of  the  Subcommittee,  I  am  Robert  Tobias,  National 
President  of  the  National  Treasury  Employees  Union  (NTEU).  On  behalf  of  the  over 
150,000  federal  workers  represented  by  NTEU,  I  appreciate  your  invitation  to 
present  testimony  today  as  the  Subcommittee  examines  critical  issues  related  to 
contracting  out  as  Federal  agencies  begin  to  streamline  their  operations  and  func- 
tions, with  a  particular  focus  on  the  effects  of  the  0MB  Circular  A-76. 

I  commend  the  Subcommittee's  leadership  and  commitment  on  this  issue,  as  the 
efforts  to  make  the  Federal  government  more  efficient  continue  to  develop. 

Mr.  Chairman,  this  hearing  is  timely  and  the  issues  being  addressed  here  today 
are  compelling.  At  the  time  that  agencies  are  being  asked  to  downsize,  the  number 
of  contractors  doing  business  with  the  Federal  government  and  their  costs  continue 
to  rise.  In  January,  the  Office  of  Management  and  Budget  (0MB)  issued  its  "Sum- 
mary Report  of  Agencies'  Service  Contracting  Practices."  0MB  found  that  service 
contracts  are  the  "fastest  growing  area  of  government  procurement,"  accounting  for 
$105  billion  of  the  government's  $200  billion  PT  1992  procurement  program."  More- 
over, according  to  this  report,  the  number  of  contractors  doing  business  within  the 
government  rose  from  62,819  to  82,472  from  fiscal  year  1989  to  fiscal  year  1992. 
This  is  especially  alarming  when  one  considers  that  contracts  may  be  initially 
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awarded  without  any  cost  analysis.  0MB  also  stated  that  cost  analyses  and  inde- 
pendent government  cost  estimates  are  not  performed  by  many  agencies  prior  to  the 
renewal,  extension,  or  even  re-competition  of  existing  contracts. 

As  you  know,  the  performance  of  commercial  government  activities  by  outside  con- 
tractors is  subject  to  0MB  Circular  A-76,  which  requires  a  cost  comparison  of  per- 
forming work  in-house  by  government  employees  versus  performing  work  by  private 
contractors.  A  supplement  to  the  Circvdar  includes  a  Cost  Comparison  Handbook 
which  provides  a  methodology  for  computing  cost  comparisons,  including  reqviired 
documentation  from  the  government  on  the  contract  price,  contract  administration 
and  income  tax  deductions  for  contracting  outside  the  government. 

In  contrast,  service  contracts  are  not  subject  to  Circular  A-76  cost  analyses.  This 
is  appalling  when  one  considers  that  the  government  spends  over  105  billion  dollars 
on  service  contracts  annually.  Although  0MB  Policy  Letter  No.  93-1  provides  guid- 
ance on  managing  and  controlling  the  use  of  service  contracts,  it  lacks  any  require- 
ment for  agencies  to  develop  a  cost  comparison  between  in-house  work  and  the  use 
of  outside  contractors. 

The  General  Accounting  Office  in  its  recent  report.  Measuring  Costs  of  Advisory 
and  Assistance  Service  Contractors  vs.  Federal  Employees  found  the  government 
could  have  saved  millions  of  dollars  by  performing  functions  directly  rather  than 
having  these  functions  performed  by  contractors.  The  GAO  in  its  report  surveyed 
nine  previous  studies  comparing  the  cost  of  using  contractors  rather  than  federal 
employees  to  perform  consulting  services.  The  findings  were  alarming.  An  audit  of 
The  Department  of  Energy's  support  service  contracts  revealed  that  direct  govern- 
ment performance  of  these  contracts  would  have  resulted  in  savings  of  26  to  53  per- 
cent. An  audit  of  Air  Force  Service  Contracts  found  that  the  Air  Force  could  have 
saved  up  to  $6.2  million  if  contractor  work  was  performed  in-house. 

In  these  times  of  fiscal  constraint,  it  is  simply  unconscionable  for  the  government 
to  waste  money  in  this  manner.  This  is  more  troubling  when  it  becomes  apparent 
that  if  service  contracts  were  subject  to  the  cost  analyses  in  Circular  A-76,  this 
money  would  not  have  been  wasted.  The  GAO,  in  its  report,  recognized  this  point 
and  specifically  recommended  that  0MB  extend  the  A-76  cost  comparison  require- 
ment to  advisory  and  assistance  services. 

Subjecting  service  contracts  to  Circular  A-76  will  address  a  major  shortcoming  in 
the  contracting  process,  however,  as  0MB  noted  in  its  report,  some  agencies  have 
reported  that  even  when  they  are  able  to  demonstrate  through  studies  that  it  would 
be  less  expensive  to  perform  the  work  in-house  rather  than  contract  it  out,  they  are 
not  authorized  to  hire  additional  government  personnel.  Apparently,  although  there 
is  no  room  in  their  personnel  budgets,  there  is  plenty  of  room  in  procurement  budg- 
ets to  accomplish  the  work.  It  is  ironic  that  ever  tighter  restrictions  on  hiring  fed- 
eral workers  are  leading  to  what  has  been  shown  to  be  more  expensive  contracting 
out  of  these  services.  Strict  FTE  caps  should  not  be  manipulated  to  justify  increased 
contracting  out  of  services.  Under  this  scenario,  reinvention  would  be  limited  to  a 
ledger  paper  change — the  procurement  column  having  a  far  larger  debit  and  the 
FTE  column  indicating  a  decrease  in  government  employees. 

The  need  for  service  contract  reform  is  evident,  and  special  attention  is  needed 
to  ensure  that  downsizing  does  not  in  fact  lead  to  an  increase  instead  of  a  decrease 
in  federal  spending.  The  end  result  of  the  ongoing  downsizing  ought  not  to  mean 
the  expansion  of  the  shadow  government  that  has  built  up  around  our  federal  agen- 
cies. As  the  government  attempts  to  reinvent  itself  through  downsizing,  it  is  even 
more  imperative  that  contracting  out  of  government  fiinctions  be  used  only  when 
truly  proven  to  be  more  cost  effective. 

Again,  I  appreciate  the  opportunity  to  share  my  views  with  you  here  today.  This 
concludes  my  statement,  and  I  would  be  happy  to  answer  any  questions. 

Mr.  McCloskey.  I  think  all  three  of  you  have  provided  very  com- 
prehensive and  forthright  testimony. 

And  particularly,  Mr.  Tobias,  in  your  last  several  paragraphs  you 
were  starting  to  get  to  some  questions  that  were  floating  around 
in  my  mind,  and  on  which  I  want  to  get  the  group  specifically  on 
the  record.  But  you  basically  think  the  reinventing  and  the 
downsizing — and  I  think  Mr.  Sturdivant'  alluded  to  this  also — is  re- 
sulting in  an  upsizing,  so  to  speak,  in  the  related  private  sector; 
also,  there  is  no  accountability  right  now  as  to  those  positions;  and, 
finally,  the  service  contract  area  is  in  dire  need  of  standards  and 
reform. 
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Mr.  Tobias.  In  short,  yes. 

Mr.  Sturdivant.  I  was  down  to  one  of  the  VA  hospitals  in  Rich- 
mond on  Monday.  And,  of  course,  the  problem  that  we  are  experi- 
encing is  with  these  FTE  caps.  The  VA  has  money,  but  they  don't 
have  slots.  So  they  are  ending  up  contracting  out  a  lot  of  the  work. 

And  somehow  Congress  and  OMB  and  the  administration  have 
got  to  make  the  really  tough  decision  to  walk  away  from  the  very 
attractive  sound  bite  to  talk  about  how  you  are  reducing  the  num- 
ber of  Government  employees — and  move  in  the  direction  of  this  is 
what  it  costs  to  get  a  job  done,  but  we  have  done  factual, 
bottomline  comparisons,  and  we  are  doing  the  best  possible  job  for 
taxpayers  with  the  money  that  you  give  us. 

I  really  have  to  say  that  this  whole  FTE  cap  has  got  to  be  looked 
at.  Otherwise,  you  are  just  going  to  continue  to  drive  up  the 
amount  of  contracting,  and  you  are  not  saving  any  money. 

Mr.  Tobias.  I  would  also  suggest,  Mr.  Chairman,  that  maybe  in- 
stead of  looking  at  the  number  of  Government  employees  we  would 
add  those  that  are  directly  employed  together  with  those  that  are 
indirectly  employed  and  focus  on  a  reduction  in  that  total  amount. 
Because  it  seems  to  me  that  that  is  what  we  are  paying  the  dollars 
for. 

Ms.  Velazco.  I  think  it  should  also  be  noted  that  the  agency  this 
morning — Mr.  Milnes  specifically  addressed  that.  And  he  said  that 
because  of  the  coming  down  of  the  numbers,  the  forced  coming 
down,  the  ceilings  that  they  have,  that  they  are  now  looking  at 
other  ways  to  do  it,  and  that  is  through  contracting  out.  So,  in  re- 
ality, we  heard  testimony  that  not  only  does  what  we  know  it  is 
doing,  but  the  agency  said  it  is  doing  it. 

Mr.  Sturdivant.  We  talked  about  reinventing  government,  and 
we  talked  about  agencies  changing  the  way  they  do  business,  and 
we  talked  about  getting  away  from  the  centralized  management 
agencies  and  the  top-down  type  of  management  that  we  have  in  the 
Federal  Government. 

You  know,  I  haven't  had  an  opportunity  to  tell  the  President  just 
yet — I  look  forward  to  doing  so — but  if  he  really  wants  to  reinvent 
government,  I  think  he  is  going  to  have  to  reinvent  the  Office  of 
Management  and  Budget  to  get  them  away  from  just  counting  the 
beans,  and  instead  being  a  little  more  creative,  a  little  more  inno- 
vative and  really  encouraging  agencies  to  be  more  creative  and  in- 
novative about  getting  their  jobs  done.  There  has  just  got  to  be  a 
better  way.  My  experience  has  been  that  OMB  has  not  found  it  yet. 

Mr.  McCloskey.  Well,  basically,  this  committee,  whoever  is  serv- 
ing on  it  come  January  and  February,  probably  needs  to  be  looking 
at  legislation  in  this  area,  don't  you  think,  as  far  as  accountability, 
FTE  equivalents,  both  public  and  private,  and  the  true  cost  sav- 
ings. To  me,  that  would  be  a  ripe  area  for  legislation,  to  say  the 
least,  and  I  would  hope  the  administration  would  look  upon  that 
as  a  service. 

But,  that  being  said,  wouldn't  you  agree  that  there  are  some  in- 
stances— and  if  you  had  to,  you  could  document — where  contracting 
out  was  the  most  efficient  and  productive  way  to  go? 

Ms.  Velazco.  Yes.  I  think  that  is  why  earlier  I  said  that  this  is 
not  a  black-and-white  issue.  There  are  some  instances — and  if  we 
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are  going  to  be  honest,  too,  we  want  to  be  honest  with  the  tax  dol- 
lars— ^but  most  governmental  functions  should  be  handled  within. 

Mr.  Sturdivant.  AFGE  does  not  oppose  all  contracting,  obvi- 
ously, if  there  is  a  level  playing  field  and  we  have  an  opportunity 
to  compete. 

That  is  one  of  the  reasons  why  we  moved  into  the  reinvention 
process  and  moved  into  the  partnership  process,  because  we  feel 
through  the  processes  we  can  change  a  lot  of  the  hierarchial  struc- 
tures of  government,  move  a  lot  of  the  overhead  away  from  those 
agencies  who  are  really  not  producing  on  the  frontline.  We  believe 
we  can  compete.  We  know  we  can  compete,  but  we  have  to  get  that 
agency  and  that  government  structure  to  the  point  where  it  can 
compete.  So  we  want  an  opportunity  to  compete. 

I  have  been  all  around  this  country,  and  I  have  seen  time  and 
time  again  for  the  most  part  Federal  employees  can  do  it  better 
and  do  it  cheaper,  can  do  it  more  efficiently.  But  there  are  times 
when  contracting  out  is  the  most  efficient,  cost-effective  way  to  do 
it,  when  you  have  to  do  a  quick  turnaround  and  get  the  job  done. 

Mr.  Tobias.  I  think  that — I  am  not  opposed  to  contracting  out  ei- 
ther philosophically  or  in  any  other  way.  I  believe  that  we  can  com- 
pete. 

I  would  just  add  one  thing,  Mr.  Chairman.  What  we  have  today 
oftentimes  is  A-76  comparisons,  cost  comparisons.  And  the  contrac- 
tor comes  in  with  a  very  low  number,  which  we  can't  meet,  but 
then  when  year  2  and  year  3  and  year  4  of  the  contract  occurs,  the 
prices  go  up.  And  since  we  have  lost  or  the  agency  has  lost  the  op- 
portunity to  compete  in  year  2,  year  3  or  year  4,  the  work  stays 
contracted  out.  We  don't  get  a  chance  to  rebid  it  because  of  the 
FTE  caps. 

So  I  believe  that  we  ought  to  have  a  chance  to  hustle  it  in  the 
second  year  and  to  hustle  it  in  the  third  year  and  to  hustle  it  in 
the  fourth  year.  That  is  when  we  will  have  competition.  That  is 
when  we  will  have  true  cost  comparisons,  based  on  performance. 

Mr.  McCloskey.  Well,  thank  you  Mr.  Tobias.  I  think  that  is  a 
very  good  point  and  one  I  will  try  to  remember  come  January  and 
February,  if  I  am  at  all  pertinent  to  this  information  after  the  chill 
winds  of  November. 

Mr.  Tobias.  We  are  looking  forward  to  your  reelection,  Mr. 
Chairman. 

Mr.  McCloskey.  I  thank  all  three  of  our  distinguished  members 
of  the  panel.  Thank  you. 

Mr.  McCloskey.  Our  third  panel  is  Barry  Krasner,  president  of 
the  National  Air  Traffic  Controllers  Association.  Also  participating 
is  Mr.  Jack  Johnson,  president  of  the  Professional  Airways  Systems 
Specialists. 

And  also  with  us — will  not  be  on  the  formal  agenda,  but  joining 
them  will  be  Joannie  Stewart  of  Olympia,  WA,  NATC  National 
Chair,  Contract  Tower  Committee;  and  Lisa  McGlothlin,  Bloom- 
field,  IN,  principal  facility  representative  of  Monroe  County  Air- 
port. 
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STATEMENTS  OF  BARRY  KRASNER,  PRESffiENT,  NATIONAL 
AIR  TRAFFIC  CONTROLLERS  ASSOCIATION;  ACCOMPANIED 
BY  JOANNIE  STEWART  OF  OLYMPIA,  WA,  NATCA  NATIONAL 
CHAIR,  CONTRACT  TOWER  COMMITTEE;  AND  LISA 
McGLOTHLIN  OF  BLOOMFIELD,  IN,  PRINCIPAL  FACILITY 
REPRESENTATIVE  OF  MONROE  COUNTY  AIRPORT;  JACK 
JOHNSON,  PRESIDENT,  PROFESSIONAL  AIRWAYS  SYSTEMS 
SPECIALISTS;  ACCOMPANIED  BY  RICK  HANSEN,  NATIONAL 
VICE  PRESIDENT 

Mr.  McCloskey.  I  would  like  to  welcome  all  five  of  you  and  just 
say  it  is  particularly  great  to  have  Lisa  McGlothlin  here,  a  con- 
stituent. The  Apple  Festival  Parade  was  great  on  Sunday,  Lisa. 
Were  you  there  or  were  you  working? 

Ms.  McGlothlin.  I  wasn't  there. 

Mr.  McCloskey.  It  was  a  beautiful  fall  day.  I  hope  we  get  a  lot 
more  of  them. 

Mr.  McCloskey.  Everyone's  statements  are  accepted  for  the 
record,  and  I  think  with  such  a  distinguished  panel  I  will  let  the 
leaders  proceed  as  they  care  to. 

Mr.  Kbasner.  My  name  is  Barry  Krasner,  the  national  president 
of  the  National  Air  Traffic  Controllers  Association.  NATCA  is  the 
exclusive  representative  of  over  14,000  federally  employed  air  traf- 
fic controllers. 

On  behalf  of  the  membership,  I  wish  to  extend  our  appreciation 
for  your  leadership  in  addressing  the  concerns  of  the  controller 
work  force  and  the  contracting  out  of  a  vital  public  function  which 
is  the  level  1  VFR  towers  in  communities  across  the  country.  The 
FAA  has  announced  that  they  will  contract  out  over  100  facilities 
to  private  industry. 

Level  1  towers  are  towers  which  rely  on  visual  flight  rules.  The 
controllers  are  responsible  for  the  flow  of  air  traffic  within  a  5-mile 
radius,  using  visual  separation  only.  Generally,  these  towers  are 
used  by  small  businesses,  flight  training  schools,  small  town  doc- 
tors, general  aviation,  even  Members  of  Congress. 

As  you  are  aware,  the  FAA  operates  five  different  levels  of  tow- 
ers. Each  time  a  controller  moves  to  another  level  tower,  it  is  the 
equivalent  to  a  move  up  in  terms  of  job  proficiency  and  pay. 

The  dedicated  men  and  women  who  work  in  the  level  1  towers 
have  been  stuck  in  these  facilities  for  many  years  because  the 
funds  have  not  been  appropriated  for  permanent  change  of  station 
moves  or  PCS  moves.  Exacerbating  this  problem  is  the  fact  that 
our  staffing  remains  the  same  as  before  the  NATCA  strike,  while 
traffic  has  increased  approximately  40  percent  nationwide. 

With  that  in  mind,  I  need  to  clear  up  a  statement  which  was 
published  in  the  fiscal  year  1995  House  Transportation  Appropria- 
tions Committee  report  which  reported  that  level  1  controllers  sup- 
ported the  effort  to  close  or  contract  out  these  facilities.  This  is  sim- 
ply not  true. 

As  I  mentioned,  the  level  1  controllers  have  been  unable  to  get 
pay  increases  or  increase  their  skills  for  about  10  years.  When 
the — so  when  they  came  into  these  facilities,  they  came  into  these 
lower  level  facilities  with  the  promise  of  career  progression  for  a 
better  system,  better  individual  development.  The  FAA  never  ful- 
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filled  that  promise,  and  these  people  found  themselves  rotting  in 
these  facilities  forever. 

So  when  the  FAA  said  to  them,  assuming  that  it  is  a  done  deal 
because  we  are  going  to  contract  out  all  your  facilities,  in  which 
year  do  you  want  to  go?  Do  you  want  to  be  in  the  first  round?  And 
that  was  based  on  the  fact  that  they  were  going  to  implement  over 
a  4-year  period.  So,  quite  honestly,  many  of  them  said,  yes,  because 
they  get  the  best  choice  of  facilities  by  going  in  the  first  round. 

So  it  was  never  really  professed  to  them,  do  you  want  to  be  con- 
tracted out?  Do  you  think  it  is  right?  It  was  a  done  deal,  and  there 
was  some  assumptions  made  on  that. 

The  union  could  not  stop  the  contracting.  We  could  only  negotiate 
the  subsequent  moves,  not  the  decision  to  move  in  the  first  place. 
So  the  individuals  in  their  own  self-interests  indicated  they  would 
like  to  be  first  in  line  to  go. 

The  NATCA  vice  president  and  our  legislative  staff  informed  the 
appropriations  staff  of  our  position,  and,  in  spite  of  our  attempts 
to  convey  such,  the  committee  reported  that  the  affected  controllers 
supported  contracting  out  these  facilities.  Again,  for  the  record, 
that  is  just  not  true. 

I  would  like  to  point  out  what  we  believe  to  be  a  fundamental 
flaw  in  0MB  Circular  A-76  which  gives  contracting  authority  to 
Federal  agencies.  With  respect  to  the  contracting  of  level  1  towers, 
this  flaw  has  caused  grave  problems  with  the  initial  FAA  decision 
to  contract. 

The  flaw  is  that  an  agency  can  grant  itself  a  waiver  to  A-76.  Ad- 
mittedly, it  is  supposed  to  be  with  the  concurrence  of  the  A-76  co- 
ordinator, but,  just  the  same,  it  allows  the  agency  to  b3rpass  the  es- 
sential element  of  the  circular,  which  is  the  cost-benefit  study.  So 
how  can  you  determine  accurately  that  there  is  a  cost  benefit  to  the 
taxpayer  when  you  have  done  no  cost  analysis  on  a  site-by-site 
basis  as  required  by  the  circular? 

This  is  exactly  what  the  FAA  did  with  respect  to  the  contract 
tower  program — which,  by  the  way,  the  waiver  was  they  granted 
themselves  a  waiver.  It  was  6  months  after  the  contracting  out  de- 
cision, and  they  did  it  without  the  concurrence  of  the  A-76  coordi- 
nator. So  not  only  is  the  circular  flawed  but  the  FAA  failed  to  fol- 
low the  prescribed  guidelines  in  order  to  grant  itself  a  waiver. 

Now,  we  find  as  an  interesting  side  note  that  the  ex-Associate 
Administrator  of  Air  Traffic  spent  many,  many  years  pushing  very 
heavily  the  contract  tower  program.  And  so  he  worked  with  the  Ap- 
propriations Committee.  They  finally  bought  off  on  it.  It  was  fund- 
ed. 

He  then  took  the  buyout  and  immediately  took  a  job  as  vice 
president  for  contractor  services  for  one  of  the  largest  contractors 
of  air  traffic  services.  Now,  they  did  not  get  the  contract  the  first 
year  because  they  came  in  at  appreciably  higher  than  everybody 
else,  but  it  certainly  wouldn't  surprise  us  to  see  them  as  a  sub- 
contractor to  the  contractors  that  actually  did  get  it. 

We  are  here  today  to  ask  your  committee  to  take  a  look  at  the 
circular  and  take  a  look  at  specifically  what  the  FAA  has  done  in 
this  respect.  The  control  of  air  traffic  is  not  a  function  to  be  taken 
lightly,  and  it  should  not  be  contracted  out  without  serious  delib- 
eration. We  are  talking  about  lives  and  well-being  of  hundreds  of 
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thousands  of  people  involved  in  aviation.  The  lives  of  the  people  in 
the  communities  who  will  be  affected  by  their  flawed  decision-mak- 
ing process  should  be  factored  into  the  equation. 

Briefly,  because  I  know  this  esteemed  body  must  move  with  de- 
liberate speed,  I  will  outline  the  controllers'  main  objection  to  the 
contracting.  First  of  all,  no  formal  cost  study  has  been  done.  The 
cursory  review  that  the  FAA  used  employed  flawed  methodology, 
and  the  FAA  did  not  sit  down  with  the  union  and  discuss  how  we 
could  provide  the  best  air  traffic  control  services  to  the  public  with 
FAA  controllers  at  a  reduced  cost  to  the  taxpayer. 

NATCA  has  been  studying  this  issue  for  over  a  year  now,  and  we 
are  reasonably  certain  that  we  can  do  the  job  cheaper  and  better 
than  the  contractor.  But  up  until  2  weeks  ago,  our  cost  analysis 
was  not  considered.  Just  2  weeks  ago,  the  FAA  finally  agreed  to 
sit  down  with  us  and  talk  about  these  issues,  but  they  are  not  stop- 
ping the  contracting  while  we  showed  them  that  we  can  do  it  better 
and  cheaper.  That  rolls  merrily  on. 

This  makes  no  sense.  Why  wouldn't  we  stop  the  contracting  until 
we  know  if  we  can  do  it  cheaper?  If  allowed  to  continue  on  the  full- 
speed  approach,  half  the  facilities  will  be  contracted  out  before  we 
can  even  have  an  in-depth  analysis  from  the  joint  committee. 

In  this  respect,  I  must  conclude  that  the  circular,  even  if  done 
in  a  proper  manner,  has  failed  in  its  essential  purpose  and  that  is 
to  provide  the  best  possible  services  to  the  public  at  the  best  pos- 
sible price. 

I  would  like  to  thank  you  for  the  opportunity  to  address  this  com- 
mittee, and  you  can  rest  assured  that  the  next  time  you  fly  into 
a  federally  operated  tower  that  the  controllers  will  hold  you  safe, 
and  we  are  certainly  available  to  answer  any  questions  you  have. 

Mr.  McCloskey.  Thank  you,  Mr.  Krasner,  for  an  excellent  state- 
ment. 

[The  prepared  statement  of  Mr.  Krasner  follows:! 

Prepared  Statement  of  Barry  Krasner,  President,  National  Air  Traffic 
Controllers  Association 

I  am  Barry  Krasner,  National  President  of  the  National  Air  Traffic  Controllers 
Association.  With  me  today  is  Joannie  Stewart,  National  Chair  of  NATCA's  Contract 
Tower  Committee  and  Lisa  McGlothlin,  President  of  Monroe  County  Airport  NATCA 
Local.  NATCA  is  the  exclusive  representative  of  over  14,000  federally  employed  air 
traffic  controllers.  Mr.  Chairman,  on  behalf  of  my  membership,  I  wish  to  express 
our  appreciation  for  your  leadership  in  addressing  the  concerns  of  the  federal 
workforce  in  the  contracting  out  of  essential  government  services.  The  hearings  that 
begin  today  are  of  critical  importance  to  the  economic  well  being  of  the  federed 
workforce,  our  country's  aviation  interests  and  the  communities  affected  by  the  con- 
tracting out  of  Level  1  Air  Traffic  Control  Towers. 

I  am  here  today  to  talk  about  the  elimination  of  federal  jobs  at  Level  1  Towers 
and  the  creation  of  jobs  for  private  industry.  Level  1  Towers  are  towers  which  rely 
on  "Visual  Flight  Rules."  Controllers  at  VFR  towers  (Level  I's)  are  not  equipped 
with  radar.  They  are  responsible  for  the  flow  of  air  traffic  within  a  five  mile  radius, 
using  visual  separation  only. 

As  I  begin  my  testimony,  I  would  like  to  clear  up  a  statement  published  in  the 
Committee  Report  on  H.R.  4556  by  the  House  Transportation  Appropriations  Sub- 
committee which  reports  that  the  air  traffic  controllers  support  the  "streamline"  of 
air  traffic  services  at  Level  1  Towers.  I  denounce  the  report  as  inaccurately  charac- 
terizing the  support  of  air  traffic  controllers  affected.  The  characterization  is  inac- 
curate in  these  respects: 

The  upward  mobility  of  air  traffic  controllers  has  been  severely  restricted  for 
ten  years  by  the  lack  of  "Permanent  Change  of  Station"  dollars. 
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Without  the  funds  to  move  controllers  from  Level  I's  to  other  Level  facilities, 
the  FAA  has  been  unable  to  increase  the  controllers  job  complexity  or  pay. 

When  the  FAA  announced  they  were  contracting  out  all  Level  I's,  controllers 
knew  that  NATCA  could  negotiate  the  impact  and  implementation  of  the  con- 
tracting but  not  the  substance.  In  other  words,  the  controllers  would  have  to 
move  if  they  wanted  to  keep  their  jobs.  The  FAA  in  a  questionnaire  indicated 
that  controllers  could  have  a  choice  of  facility. 

With  these  factors  in  mind,  when  the  controllers  were  asked  by  the  FAA  if 
they  wanted  to  go  in  the  first  round  of  moves,  many  agreed  in  order  to  get  their 
first  choice  of  facilities  or  locations  and  because  they  would  increase  their  pro- 
ficiency and  their  pay.  Controllers  were  not  asked  if  they  wanted  to  go,  but  were 
given  this  scenario,  "Assuming  it's  a  done  deal,  do  you  want  to  be  in  the  first 
round."  No  one  believed  that  these  facilities  should  be  contracted  but  many  ac- 
cepted the  first  round  of  moves  because  there  was  no  other  option. 
Members  of  Congress  believe  that  there  is  overwhelming  support  for  what  is 
euphemistically  called  "streamlining"  because  the  Committee  Report  of  the  House 
FY  95  Transportation  Appropriations  makes  that  declaration:  "The  Committee  un- 
derstands that  the  large  majority  of  employees  in  fiscal  1994  is  supportive  of  it 
(streamlining)." 

The  declaration  is  in  complete  disagreement  with  NATCA's  official  position  on 
contracting  of  Level  1  VFR  Towers  as  referenced  in  a  January  1994  letter  from  then 
NATCA  Vice  President,  Joseph  Bellino,  to  Mr.  Richard  Efford,  House  Transportation 
Appropriations  Subcommittee  staff  member  in  which  NATCA  voiced  opposition  to 
the  project  and  asked  for  a  review  for  compliance  with  0MB  requirements  before 
appropriations  were  made  available  for  the  "streamline"  project. 

Furthermore,  the  above  mentioned  factors  indicate  our  memberships  true  motives. 
And,  at  our  convention  in  Tampa  this  year,  the  membership  passed  a  resolution  de- 
nouncing the  contract  tower  program.  Thank  you  for  allowing  me  to  set  the  record 
straight  on  this  matter. 

CONTRACTING  OF  LEVEL  I's 

NATCA  members  emphatically  oppose  contracting  out  of  air  traffic  services  to  pri- 
vate industry  for  the  following  reasons. 

The  contracting  out  project  will  adversely  affect  the  personal  lives  of  air  traffic 
controllers.  Many  controllers  will  be  uprooted  from  the  communities  in  which  they 
chose  to  live.  Their  spouses  will  be  forced  to  give  up  permanent  jobs  or  professions 
and  seek  new  jobs  in  a  severely  depressed  job  market.  And  their  children  will  be 
required  to  leave  their  schools,  friends  and  families  at  another's  direction.  While 
some  of  the  controllers  would  no  doubt  have  made  PCS  (Permanent  Change  of  Sta- 
tion) moves  had  the  funds  been  available,  they  would  have  done  it  on  their  own  time 
schedule  and  in  a  less  disruptive  manner  to  their  families. 

The  contracting  out  project  has  been  driven  by  a  FAA  bent  on  relieving  itself  of 
its  mission  to  provide  essential  air  flight  services  to  communities  throughout  the  na- 
tion. NATCA's  main  objection  in  this  regard  comes  from  the  FAA's  failure  to  comply 
with  the  requirements  of  0MB  Circular  No.  A-76  by  executing  a  waiver  of  the  Cir- 
cular's cost  benefit  requirements  and  the  improper  manner  in  which  they  granted 
themselves  the  waiver  which  was  the  subject  of  an  expedited  arbitration  and  cur- 
rently is  subject  to  District  Court  litigation.  A  waiver  was  granted  six  months  after 
the  FAA's  formal  decision  to  contract  out.  Furthermore,  the  waiver  was  granted  by 
the  wrong  official  without  approval  of  the  A-76  Coordinator. 

Notwithstanding  the  compliance  failure,  NATCA  believes  there  is  a  fundamental 
flaw  in  the  Circular  in  that  an  agency  can  waive  its  obligations  under  the  Circular 
and  thus  defeat  the  essential  purpose  of  the  Circular. 

If  the  purpose  of  government  contracting  out  to  private  industry  is  to  save  the 
taxpayer  money,  then  Circular  A-76  must  be  changed.  It's  not  working.  The  abuses 
of  contracting  out  are  well  known.  I  commend  this  committee  for  their  leadership 
in  looking  at  the  reality  of  contracting  out. 

The  government  should  seriously  look  at  contracting  with  an  eye  to  the  future. 
The  FAA  was  able  to  contract  out  with  the  help  of  the  Appropriations  Committee 
without  conducting  an  A-76  cost  study,  without  addressing  the  mandatory  require- 
ments and  without  considering  the  long  term  effect.  In  the  case  of  contracting  air 
traffic  control  fiinctions,  once  the  FAA  relinquishes  control  over  all  VFR  facilities, 
they  will  no  longer  have  the  in-house  expertise  to  recapture  a  facility  should  a  con- 
tractor go  bankrupt  or  start  to  gouge  the  government.  Last  year,  the  FAA  had  to 
"take  over"  the  operation  of  a  low-density  control  tower  in  the  Great  Lakes  Region 
when  the  contractor  went  broke.  Once  all  of  these  VFR  towers  are  contracted,  the 
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FAA  will  lack  the  ability  to  "take  over"  the  facility  and  thus  will  be  at  the  mercy 
of  the  contractor. 

Another  concern  of  NATCA  is  that  the  FAA  does  not  have  the  ability  to  monitor 
government  contracts.  The  FAA  has  demonstrated  a  profound  inability  to  control 
costs  and  services  in  many  technological  projects,  most  notably  the  Advanced  Auto- 
mation System.  The  system  was  ten  years  in  its  design  and  then  scrapped  at  the 
cost  of  eight  billion  dollars  to  the  American  taxpayer.  Just  this  Sunday,  it  was  re- 
ported that  the  FAA  will  revive  the  air  traffic  software  plan  for  an  additional  cost 
to  the  taxpayer  of  another  billion  dollars.  After  another  four  years,  the  FAA  may 
have  a  system  that  works.  It  is  estimated  that  the  government  will  have  to  write 
off  about  $300  million  already  spent  for  software  development  on  parts  of  the  project 
now  deemed  unusable. 

The  FAA's  handling  of  this  and  many  other  projects  speaks  to  their  inability  to 
monitor  contractors.  Currently,  FAA  facilities  are  evaluated  by  a  HUB  facility  every 
year,  ATH-140  every  two  years  and  on  a  daily  basis  by  in-house  FAA  managers. 
In  addition,  FAA  faciUties  are  evaluated  on  over  240  performance  factors.  Contract 
facilities  will  be  evaluated  only  once  every  two  years  by  FAA  Headquarters  in  Wash- 
ington, DC  and  only  on  100  performance  factors. 

To  justify  the  selling  of  a  part  of  our  nation's  navigable  airspace,  the  FAA  has 
projected  that  they  will  save  the  taxpayer  money.  But  FAA  not  only  has  not  con- 
ducted a  formal  cost  benefit  study,  they  conducted  only  a  cursory  review  of  savings 
associated  with  the  contracting  out  of  Level  1  Towers  using  biased  assumptions 
formed  as  a  result  of  limited  contracting  out  during  the  PATCO  strike.  In  addition, 
the  savings  they  have  projected  do  not  take  into  account  the  FAA's  continued  re- 
sponsibility for  providing  faciUties  and  upgrading  of  equipment.  Just  in  August  of 
1994  the  FAA  broke  ground  on  a  new  fully  equipped  "contract"  tower  in  Bellingham, 
Washington  at  the  cost  of  $2.6  million. 

Additionally,  the  FAA  has  not  cost  factored  the  initieil  cost  of  contracting  these 
100  facilities  which  involves  personnel  moving  expenses  associated  with  the  conver- 
sion along  with  other  conversion  costs.  In  the  1994  appropriations  alone,  the  FAA 
was  allotted  $8,300,000  to  fund  the  first  year  of  the  contract  tower  plan.  Another 
$8,500,000  for  permanent  change  of  station  costs  associated  with  the  program  were 
appropriated  in  1994  funds.  In  the  1995  appropriations  bill,  full  funding  for  "stream- 
lining" was  included  along  with  an  additional  $15,000,000  for  PCS  moves.  The  four 
year  figure  for  all  one  hundred  (100)  facilities  will  be  exorbitant,  considering  the 
FAA's  inability  to  control  costs.  Was  this  up-front  money  factored  into  the  FAA's  so 
called  cost  savings?  A  pilot  program  which  began  in  1982  was  put  on  hold  in  1986 
due  to  escalating  costs  and  liability  insurance  problems. 

NATCA  asked  the  FAA  to  sit  down  with  the  union  so  that  together  a  plan  can 
be  formulated  to  keep  Level  1  Towers  within  the  FAA  using  current  employees  at 
a  reduced  cost  to  the  taxpayer.  While  the  FAA  has  now  agreed  to  do  just  that,  the 
program  continues  forward  without  benefit  of  the  resulting  analysis.  As  part  of  the 
Government's  bid  to  contractors,  agencies  must  perform,  according  to  the  Circular, 
an  "internal  management  review  of  the  in-house  operation.  And  employee  input  is 
vital."  Had  the  FAA  attempted  or  completed  the  studies  as  required  by  the  Circular, 
the  FAA  might  have  found  that  rather  than  contract  out  the  Level  One  facilities, 
it  would  be  more  cost  beneficial  to  restructure  existing  Level  One  operations.  Two 
areas  in  which  cost  savings  could  be  made  by  in-house  restructuring  is  in  manage- 
ment staffing  and  hours  of  operations. 

The  FAA  threatens  afiected  communities  who  might  object  to  the  contracting  of 
air  traffic  services  with  complete  decommissioning  of  the  facility.  A  case  in  point  is 
the  Monroe  County  Airport  control  tower  in  Bloomington,  Indiana.  Threatened  with 
operating  the  facility  with  local  funds  or  accepting  the  FAA's  decision  to  contract 
out  the  tower,  the  City  Council  could  decide  that  contracting  is  the  lesser  of  two 
evils.  If  the  city  is  forced  to  fund  airport  operations,  it  would  be  just  another  exam- 
ple of  the  federal  government  pushing  off  once  federal  government  functions  to  the 
cities  and  states.  Lisa  McGlothlin  and  other  Monroe  County  Airport  controllers,  as 
well  as  the  community  at  large,  would  be  adversely  affected  by  the  decision  to  con- 
tract out  or  close  this  tower.  Again,  the  FAA  ignores  NATCA's  efforts  to  work  out 
a  plan  to  staff"  these  facilities  with  the  best  controllers  our  country  has,  at  a  savings 
to  out  taxpayers. 

Many  communities  across  the  country  are  faced  with  growing  unfunded  federal 
mandates  and  may  not  have  sufficient  revenue  to  sustain  a  tower  on  their  own. 
NATCA  believes  that  communities  can  have  the  best  federal  air  traffic  control  serv- 
ices the  government  can  provide,  if  NATCA  is  able  to  work  with  the  FAA  in  lower- 
ing Level  1  costs. 

If  allowed  to  continue  in  their  "streamline"  of  air  traffic  control  towers,  however, 
the  FAA  will  cause  communities  to  suffer  needless  reduction  in  quality  and  quantity 


of  services.  In  spite  of  the  FAA's  assertion  that  these  towers  will  be  operated  on  the 
same  schedule,  the  fact  remains  that  the  contractors  will  only  staff  these  facilities 
when  traffic  is  expected.  This  will  leave  some  businesses  without  service  at  non- 
scheduled  times  and  many  small  flight  training  schools  which  fly  during  non-peak 
times  will  go  out  of  business  or  move.  A  closer  look  at  internal  restructuring  could 
provide  the  necessary  cost  savings  without  the  disruption  of  conversion  and  without 
as  severe  a  reduction  in  hours  of  staffing.  However,  in  order  to  give  this  effort  a 
chance,  the  Contract  Tower  Program  must  be  halted  now. 

In  addition  to  a  certain  reduction  in  the  hours  of  tower  operation,  the  contractors 
will  undoubtedly  offer  fewer  benefits  to  employees  in  order  to  make  a  profit  on  the 
operation  of  these  towers.  This  will  eventually  cause  a  drain  on  the  publicly  funded 
health  and  welfare  services  and  adversely  affect  the  federal  payment  to  school  dis- 
tricts. 

Furthermore,  the  national  security  aspects  of  relinquishing  control  of  a  portion  of 
navigable  airspace  have  not  been  adequately  addressed  by  the  FAA  nor  has  the 
"governmental  function"  deliberation  taken  place  because  the  FAA  issued  itself  a 
waiver  of  the  requirements  of  Circular  A-76. 

A  telling  example  that  illustrates  both  a  national  security  interest  and  quality  of 
services  issue  in  Level  1  Towers  is  the  airport  in  Martha's  Vineyard.  The  FAA  flew 
in  FAA  employed  and  trained  controllers  both  in  1993  and  1994  to  a  contract  tower 
in  Martha's  Vineyard  to  control  President  Clinton's  arrival  and  departure. 

Sufficient  review  of  the  above  considerations  has  not  occurred.  Sufficient  cost  ben- 
efit studies  and  consideration  of  the  long  term  effect  of  contracting  out  of  these  fa- 
cilities has  not  been  made.  Before  we  give  the  contractors  a  piece  of  the  sky,  lets 
make  sure  we  are  doing  the  right  thing.  Lets  make  sure  what  we  are  doing  is  in 
the  best,  long  term  interest  of  the  National  Air  Space  system,  the  flying  public  and 
national  security.  Lets  make  sure  we  don't  have  to  buy  back  that  piece  of  the  sky 
from  the  contractors  at  an  increased  cost  to  the  taxpayer. 

NATCA  and  the  FAA  have  a  joint  Contract  Tower  Committee  which  is  studying 
ways  to  reduce  costs  in  these  facilities.  The  FAA,  however,  is  going  ahead  with  their 
contract  tower  program  without  regard  for  the  fact  that  this  committee  may  provide 
data  on  recommendations  to  the  contrary.  The  contracting  out  of  Level  1  VFR  Tow- 
ers must  stop.  No  fiirther  funds  should  be  appropriated  for  this  purpose.  The  inter- 
ests of  the  air  traffic  controllers,  the  communities  involved,  aviation  interests  and 
the  national  defense  demand  that  the  FAA  terminate  this  program  and  not  com- 
mence the  contracting  out  of  the  next  twenty  five  VFR  towers  until  a  more  reasoned 
and  informed  approach  is  formulated. 

I  have  included  with  my  formal  submission  to  the  committee,  a  more  detailed  ex- 
planation of  my  arguments  along  with  supporting  evidence. 

Thank  you  for  the  opportunity  to  address  this  esteemed  body.  You  can  be  assured 
that  the  dedicated  air  traffic  controllers  I  work  with  will  hold  you  safe  the  next  time 
you  fly. 

FACTUAL  BACKGROUND 

In  1982,  Congress  enacted  the  Airport  and  Airway  Improvement  Act  (Public  Law 
97-248).  The  FAA  has  indicated  in  court  documents  submitted  in  the  United  States 
District  Court  for  the  Northern  District  of  Ohio  in  National  Air  Traffic  Controllers 
Association  v.  Federico  Pena,  Secretary,  Department  of  Transportation,  that  the  Act 
provided  the  FAA  with  contracting  authority  for  contracting  airport  facilities  with 
the  private  sector.  Both  the  Public  Law  and  the  conference  report  provide  contract- 
ing authority  for  the  Secretary  with  any  State  or  political  subdivision  but  does  not 
give  contracting  authority  directly  to  federal  agencies  for  the  contracting  of  airport 
facilities  or  airspace  with  the  private  sector  contractors. 
Sec.  526.  Contracting  Authority. 

In  the  powers  granted  under  section  519  of  this  title,  the  Secretary,  in  enter- 
ing into  a  contract  or  other  agreement  with  any  State  or  political  subdivision 
thereof  for  the  purpose  of  permitting  such  State  or  subdivision  to  operate  any 
airport  facility  within  such  State  or  subdivision  shall  insure  that  such  contract 
or  agreement  contain  among  others,  a  provision  relieving  the  United  States  of 
any  and  all  liability  for  the  payment  of  any  claim  or  other  obligation  arising 
out  of  or  in  connection  with  acts  or  omissions  of  employees  of  such  State  or  po- 
litical subdivision  in  the  operation  of  any  such  airport  facility. 
It  is  instructive  to  note  that  the  contracting  authority  in  this  Act  occurred  shortly 
after  the  PATCO  strike  when  the  air  traffic  controller  workforce  was  severely  dimin- 
ished in  size  and  the  FAA  was  not  able  to  staff  all  levels  of  FAA  facilities.  The  "hold 
harmless"  provision  inserted  in  the  law  was  urgently  needed  to  limit  federal  govern- 
ment liability. 


89 

In  1987,  the  Act  was  amended  in  the  Airport  and  Airway  Safety  and  Capacity  Ex- 
pansion Act  of  1987.  The  1987  amendments  required  that: 

The  Secretary  shall  continue  in  effect  the  low  activity  (VFR)  Level  1  air  traffic 
control  tower  contract  program  established  under  section  526  of  the  Airport  and 
Airway  Improvement  Act  of  1982  with  respect  to  existing  contract  towers  and 
shall  extend  such  program  to  other  towers  as  practical. 
An  argument  can  be  made  that  the  language  in  the  above  acts  did  not  give  the 
FAA  the  contracting  authority  that  they  have  claimed.  It  was  not  until  1993  in  the 
Administration's  "Report  of  the  National  Performance  Review"  ("NPR")  that  the  con- 
verting of  low-use  air  control  towers  to  contract  operation  and  reviewing  the  remain- 
ing Level  1  Towers  for  possible  decommissioning  was  actually  addressed.  Previous 
to  the  NPR  recommendation,  the  only  true  contracting  authority  agencies  had  come 
from  OMB  Circular  No.  A-76.  The  Circular  did  not,  however,  give  a  blanket  author- 
ity to  all  agencies  to  contract  out  all  government  services.  In  a  letter  issued  by  Mr. 
David  Stockman,  from  the  Executive  Office  of  then  President  Ronald  Reagan,  he 
states: 

5(A)  *  *  *  comparison  of  the  cost  of  contracting  and  the  cost  of  in-house 
performance  shall  be  performed  to  determine  who  will  do  the  work. 

A  formal  cost  comparison  as  suggested  in  the  Stockman  letter  was  not  conducted 
by  the  FAA  in  the  contracting  of  the  proposed  100  Level  1  Towers.  A  waiver  of  this 
critical  element  of  the  contracting  theory  of  governing  was  executed.  Instead,  a  bi- 
ased cost  study  using  flawed  methodology  was  conducted. 

WAIVER 

The  background  on  this  waiver  is  as  follows: 

In  April  or  May  of  1993,  prior  to  any  notice  to  or  consultation  with  NATCA,  the 
FAA  determined  to  contract  out  one  hundred  of  its  Level  1  VFR  Towers.  The  deci- 
sion would  adversely  affect  1,100  air  traffic  controllers.  At  this  time,  NATCA  re- 
quested formal  notification.  NATCA  formally  repeated  a  demand  for  all  relevant  in- 
formation on  the  FAA's  decision  on  January  13,  1994.  In  particular,  the  union 
sought  information  relative  to  the  issue  of  whether  or  not  the  Agency  had  complied 
with  applicable  law,  especially  OMB  Circular  No.  A-76.  The  FAA  replied  that  infor- 
mation regarding  A-76  cost  comparison  data  was  not  available.  The  reply  noted  that 
"In  compliance  with  Part  I,  Chapter,  Paragraph  A  of  the  A-76  Supplement,  the 
agency  A-76  official,  in  coordination  with  the  Office  of  Management  and  Budget  A- 
76  coordinator,  issued  a  permanent  waiver  exempting  FAA  from  performing  A-76 
cost  comparisons  with  respect  to  contracting  for  FAA  Level  I  VFR  Towers."  The  os- 
tensible "waiver"  of  the  requirement  of  the  Circular,  issued  on  January  12,  1994, 
was  six  months  after  the  FAA's  decision  to  contract  out.  The  FAA  asserted  that  four 
months  before  "in  a  telephone  conversation  in  September  21,  the  OMB  A-76  Coordi- 
nator concurred  in  this  waiver."  In  connection  with  an  expedited  arbitration  on  this 
issue,  the  OMB  official  referenced  by  the  FAA  claims  that  no  coordination  or  concur- 
rence of  any  kind  had  occurred  between  the  FAA  and  OMB  regarding  any  waiver 
of  the  Circular's  requirements. 

Even  though  the  FAA  granted  itself  a  waiver,  certain  mandatory  decision-making 
cannot  be  waived.  The  FAA  was  required  to  review  all  of  its  activities  to  determine 
which  were  "governmental  fiinctions"  under  the  OMB's  definition  and  which  there- 
fore could  not  be  legally  contracted  out.  After  inventory  of  all  those  activities,  the 
FAA  was  to  determine  which  were  "commercial  activities"  and  then  determine 
whether  a  "Commercial"  activity  must  be  performed  by  government  employees  for 
"national  defense"  purposes.  It  is  undisputed  that,  in  connection  with  its  decision 
to  contract  out  Level  1  VFR  towers,  the  FAA  did  not  adhere  to  the  mandatory  deci- 
sion-making process  in  the  Circular. 

INHERENT  GOVERNMENTAL  FUNCTION 

NATCA  argues  that  air  traffic  control  in  Level  1  Towers  is  an  "inherently  govern- 
ment function  which  is  so  intimately  related  to  the  pubhc  interest  as  to  mandate 
performances  only  by  federal  employees."  An  "inherently  governmental  function"  as 
defined  by  the  OMB  Circular,  are  those  activities  that  require  either  the  exercise 
of  discretion  in  applying  Government  authority  or  the  use  of  value  judgments  in 
making  decisions  for  the  Government.  One  criteria  of  inherently  governmental  fiinc- 
tions which  is  applicable  to  air  traffic  control  is  the  criteria  "significantly  affect  the 
Ufe,  liberty,  or  property  of  private  persons." 

Unquestionably,  the  legislative  history  to  the  Department  of  Transportation  Act 
of  1966  makes  clear  that:  "the  federal  government  is  not  involved  in  any  other  mode 
of  transportation  to  the  same  extent  or  as  directly  as  it  is  in  the  field  of  aviation." 
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The  confidence  of  the  flying  public  depends  upon  absolute  trust  in  the  integrity  of 
the  air  trafiic  system.  Air  traffic  control  functions  should  continue  to  be  performed 
by  federal  employees. 

NATIONAL  DEFENSE 

The  FAA  also  failed  to  adhere  to  the  mandatory  requirement  in  the  Circular  to 
"determine  if  the  activity  must  be  performed  by  Government  employees  for  national 
defense  purposes." 

Only  the  Secretary  of  Defense  or  his  designee  has  the  authority  to  exempt  com- 
mercial activities  for  national  defense  reasons.  Once  again,  the  FAA  has  failed  to 
adhere  to  the  requirement  before  contracting  out  or  granting  the  waiver  and  only 
offered  post  hoc  rationalizations  as  a  substitute  for  a  timely  and  reasoned  decision 
on  this  issue.  The  FAA  argues  in  court  documents  in  litigation  in  the  Northern  Dis- 
trict of  Ohio  in  National  Air  Traffic  Controllers  Association  v.  Federico  Pena,  Sec- 
retary, Department  of  Transportation,  that  Congress,  by  endorsing  and  mandating 
the  contracting  program,  has  made  the  judgement  that  national  defense  is  not  com- 
promised. As  stated  above,  the  FAA  is  incorrect  in  its  assertion  that  they  were  ex- 
pressly granted  contracting  authority  for  Level  1  Towers  with  private  industry.  In 
a  circuitous  route,  the  FAA  went  to  the  appropriations  committee  to  ask  for  con- 
tracting out  funds  and  then  argues  that  "Congress  made  the  political  judgment  that 
Level  1  Towers  were  a  commercial  activity  that  could  be  contracted  out  and  Con- 
gress, by  endorsing  and  mandating  the  program,  has  also  made  the  judgment  that 
national  defense  is  not  compromised. 

COST  STUDY 

Upon  receipt  of  the  FAA's  cursory  cost  review,  NATCA  employed  an  economic  con- 
sulting firm  to  analyze  the  results.  The  consulting  firm  found  that  the  FAA  cost 
comparisons  were  not  supported  by  the  record  and  were  not  in  compliance  with  the 
OMB's  Circular  No.  A-76.  The  costs  upon  which  the  FAA's  decision  to  waive  the 
Circular's  procedures  were  based  were  misleading  and  inaccurate.  Specifically,  the 
FAA's  cost  calculations  were  flawed  for  the  following  reasons:  the  actual  FAA  oper- 
ating costs  are  an  inappropriate  base  for  comparison  because  FAA  policy  biases  the 
cost  figures  upward;  the  aggregate  averages  were  inappropriately  computed;  the 
staffing  levels  of  the  two  groups  of  towers  vary  widely  biasing  the  aggregate  cost 
figures  against  the  government;  and  important  costs  associated  with  contracting  out 
were  not  included  within  the  FAA's  cost  calculations. 

The  FAA's  computation  is  methodologically  unsound.  The  immediate  problem  with 
the  computation  is  that  the  average  of  regional  average  costs  of  federally  operated 
Level  1  Towers  is  not  the  proper  method  to  determine  a  national  average  cost.  The 
procedure  used  gives  each  region  the  same  weight  in  determining  the  national  aver- 
age even  though  the  Alaskan  region  only  has  three  (3)  Level  1  Towers  while  the 
Great  Lakes  region  has  eighteen  (18)  Level  1  Towers. 

This  averaging  skews  the  results  upwards.  For  example,  the  Alaskan  towers  cost 
approximately  $500,000  per  year  while  the  Great  Lakes  towers  cost  approximately 
$300,000  per  year.  The  FAA's  average  comes  to  $400,000  when  the  true  average 
should  be  $345,000.  The  FAA's  averaging  is  overstated  by  $55,000. 

Another  inaccurate  and  misleading  factor  contained  in  the  failed  FAA's  cost  re- 
view is  that  its  calculated  aggregate  costs  are  inappropriately  compared.  The  na- 
tional average  cost — ^both  for  the  ninety-six  federally  operated  towers  and  the  thirty- 
one  contract  towers — depends  heavily  on  the  distribution  of  staffing  levels.  Staffing 
levels,  in  turn,  are  determined  by  the  number  of  hours  the  facilities  are  in  oper- 
ation. Some  of  the  ninety-six  federally  operated  towers  have  as  many  as  twelve  air 
traffic  controllers  and  as  few  as  five.  No  comparable  data  is  available  for  the  con- 
tracted towers.  The  contracted  towers  in  existence  to  date  were  primarily  created 
as  a  result  of  the  PATCO  strike  in  1981.  It  is  highly  likely  that  these  contract  tow- 
ers have  fewer  controllers  and  are  open  fewers  hours  than  FAA  facilities.  These 
facts  alone  would  create  a  cost  disparity — even  if  wages  were  the  same.  The  FAA 
states  that  wage  levels  will  be  the  same  aft^r  conversion  but  that  the  contractors 
are  paying  less  than  the  required  Service  Contract  Act  wages. 

The  Circular  requires  cost  calculations  for  each  facility  to  be  based  on  current  fed- 
eral  specifications  modified  as  appropriate  and  on  a  contracted  out  basis  and  these 
figures  should  then  be  compared.  Had  the  Circular's  cost  comparison  procedures 
been  adhered  to,  the  FAA  clearly  could  not  "average"  a  group  of  facilities  (the  cur- 
rently contracted  out  facilities)  to  stand  as  a  "proxy"  for  calculating  the  contracted 
out  costs  for  the  currently  federally-operated  facilities. 

Moreover,  important  costs  relevant  to  the  contracting  out  decision  were  simply  not 
considered  by  the  FAA  in  its  cost  review.  In  its  purported  decision  to  waive  the  Cir- 
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cular's  requirements,  the  FAA  considered  only  the  operating  costs  of  the  towers. 
However,  there  are  other  costs  associated  with  administering  the  contracts  which 
were  not  included  in  the  FAA's  proposal.  These  costs  include  administration  of  the 
proposed  drug  testing  program,  insurance,  training,  management  and  administra- 
tive standardization  of  these  facilities. 

For  example,  air  traffic  controllers  must  be  periodically  reviewed  for  currency  of 
their  skills.  At  federally  operated  towers,  this  testing  procedure  can  be  accomplished 
by  another  air  traffic  controller.  At  contracted  towers,  this  task  must  be  performed 
by  FAA  personnel  which  necessarily  adds  time  and  travel  costs  for  contracting  out 
these  particular  services.  None  of  these  cost  were  included  and  therefore  render  the 
FAA's  cost  estimates  for  contracting  out  inaccurate  and  incomplete. 

IN-HOUSE  COST  SAVING 

Presently,  the  FAA  operates  most  Level  1  towers  on  a  sixteen  hour  schedule.  This 
schedule  in  many  cases,  is  not  warranted  by  traffic.  NATCA  has  often  sought  to  re- 
duce the  hours  of  operation  (Terra  Haute,  Indiana  and  Lebanon,  New  Hampshire) 
rather  than  close  the  facility.  Few  aircraft  operate  at  these  facilities  between  the 
hours  of  10:00  pm  and  7:00  am.  Keeping  these  facilities  operating  on  these  sched- 
ules keeps  the  cost  of  operating  these  facilities  unnecessarily  high  and  gives  the  ap- 
pearance of  a  negative  cost-benefit  ratio.  If  the  FAA  were  to  reduce  the  normal 
hours  of  operation  at  Level  One  Towers,  this  would  reduce  staffing  requirements, 
provide  FAA  service  to  the  airport  and  reduce  cost  significantly. 

Once  the  contractor  takes  over  a  facility,  the  schedule  will  be  reduced  and,  subse- 
quently, the  staffing  will  be  reduced.  Many  FAA  faciUties  are  overstaffed  at  Level 
1  Towers  but  are  unable  to  move  controllers  to  other  facilities  because  of  the  lack 
of  "permanent  change  of  station  (PCS)"  funds.  This  also  caused  the  cost  review  to 
skew  upwards. 

The  FAA  uses  the  Level  One  facility  as  a  primary  training  faciUty  for  its  new 
managers.  As  these  managers  rotate  through  the  Level  1  facilities,  the  FAA  must 
pay  for  PCS  moves  which  average  $400,000  per  move.  Additionally,  most  managers 
are  "save  pay"  GS  14's  and  15's  moved  in  to  take  the  place  of  GS  ll's.  These  man- 
agers stay  an  average  of  12-18  months  and  then  move  to  another  facility.  Manage- 
rial training  costs  also  cause  the  cost  review  to  be  skewed  upward.  This  cost  should 
be  factored  out. 

NATCA  and  the  FAA  have  a  joint  Contract  Tower  Committee  which  is  studying 
ways  to  reduce  costs  in  these  facilities.  The  FAA,  however,  is  going  ahead  with  their 
contract  tower  program  without  regard  for  the  fact  that  this  committee  may  provide 
data  on  recommendations  to  the  contrary. 

RECOMMENDATION 

The  contracting  of  Level  1  Towers  must  stop.  No  further  funds  should  be  appro- 
priated for  this  purpose.  The  interests  of  the  air  traffic  controllers,  the  communities 
involved,  aviation  interests  and  the  national  defense  demand  that  the  FAA  termi- 
nate this  program  and  not  commence  the  contracting  of  the  next  twenty  five  towers 
until  a  more  reasoned  and  informed  approach  is  formulated. 

Mr.  McCloskey.  Mr.  Johnson. 

Mr.  JOHNSON.  Thank  you,  Mr.  Chairman.  Good  afternoon. 

My  name  is  Jack  Johnson,  and  I  am  the  president  of  the  Profes- 
sional Airway  Systems  Speciahsts.  Seated  with  me  today  is  Mr. 
Rick  Hansen,  our  national  vice  president  of  PASS.  We  thank  you 
for  inviting  us  to  testify  before  you  today  concerning  the  contract- 
ing out  of  government  services  by  Federal  agencies. 

At  this  time  I  would  like  to  summarize  my  remarks.  I  would  also 
like  to  ask  that  my  written  testimony  be  submitted  for  inclusion  in 
the  record. 

Mr.  McCloskey.  It  is  accepted,  already  agreed. 

Mr.  Johnson.  Thank  you.  Currently,  the  PASS  bargaining  unit 
consists  of  over  10,000  FAA  employees,  including  Airway  Facilities 
employees,  Flight  Standards  Aviation  Safety  Inspectors  and  Office 
of  Aviation  Standards  employees.  The  PASS  workforce  is  dedicated 
to  supporting  and  sustaining  the  safest  and  most  efficient  national 
airspace  system  for  the  flying  public. 
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For  decades,  the  FAA  has  successfully  managed  the  most  com- 
plex aviation  system  in  the  world.  A  large  part  of  this  success  can 
certainly  be  attributed  on  the  skilled  Airway  Facilities  Systems 
Specialists  to  install,  repair,  maintain,  operate  and  certify  the  en- 
tire spectrum  of  electronic,  electomechanical  and  environmental 
systems  used  in  air  traffic  control  and  in  the  national  defense. 

In  1981,  our  AF  profession  consisted  of  over  11,600  systems  spe- 
cialists who  were  responsible  for  maintaining  and  certifying  19,000 
FAA  facilities.  Today,  while  the  number  of  facilities  and  complex 
electronic  systems  now  exceeds  29,000,  the  AF  workforce  has  been 
reduced  to  26,000  trained,  partially  trained  and  untrained  systems 
specialists. 

Although  the  General  Accounting  Office  had  recommended  that 
by  fiscal  year  1995  a  field  maintenance  workforce  of  about  11,900 
will  be  needed — an  increase  of  3,000  over  the  present  number — the 
Department  of  Transportation  and  related  agencies  appropriations 
bill  for  fiscal  year  1995  reduces  the  end-of-year  staffing  level  by 
148.  As  you  can  see,  instead  of  complying  with  the  GAO's  rec- 
ommendations, the  FAA  is  moving  further  and  further  away  from 
its  staffing  target  and  will  be  understaffed  by  at  least  3; 700  posi- 
tions in  fiscal  year  1995. 

Since  the  early  1980's,  rather  than  confronting  and  rectifying  the 
multitude  of  staffing  problems  that  the  GAO  cited  and  that  truly 
exist,  the  FAA  has  resorted  to  contracting  out.  Ironically,  the  FAA 
decreases  its  in-house  maintenance  staff  in  an  apparent  attempt  to 
save  money,  and  yet  the  agency  requests  additional  money  each 
year  to  fund  contract  maintenance. 

In  fiscal  year  1994,  for  example,  the  agency's  request  for  con- 
tracting out  was  $51.7  million,  an  increase  of  $29.6  million  over  the 
fiscal  year  1993  level.  Congress,  however,  recognized  that  contract- 
ing out  would  lead  to  significantly  higher  costs  in  cap  funding  for 
contract  maintenance  at  $21  million  for  fiscal  year  1994.  Moreover, 
in  the  final  legislation,  237  staff  years  were  restored  to  the  FAA's 
in-house  maintenance  workforce.  Unfortunately,  PASS  has  learned 
that  the  FAA  used  these  allocated  positions  to  hire  employees  to 
design  software  and  assist  in  engineering  projects.  No  employees 
were  hired  for  the  field  positions. 

The  FAA,  like  many  other  Federal  agencies  facing  tight  budgets 
and  Government-wide  downsizing,  has  succumbed  to  the  under- 
standable temptation  of  taking  a  Band-Aid  approach  to  its  problem. 
Unfortunately,  contracting  out  does  not  fill  the  staffing  gap,  thus 
leaving  the  maintenance  of  the  national  airspace  system  and  the 
safety  of  the  flying  public  in  jeopardy. 

The  agency  and  the  Federal  Government  gain  nothing  from  con- 
tracting out.  In  fact,  the  only  real  benefactor  of  contracting  out  is 
the  private  contractor.  Since  only  the  contractor  sees  any  profit  in 
the  long  run,  both  the  FAA  and  the  GAO  have  estimated  that  the 
agency  would  save  approximately  $45,000  per  year  if  it  utilized  its 
in-house  staff,  rather  than  contractor  staff. 

Put  bluntly,  PASS  does  not  understand  how  the  FAA  can  justify 
allocating  its  scarce  operations  and  training  dollars,  dollars  which 
could  and  should  be  used  to  hire  more  in-house  employees  to  con- 
tracting out  when  the  proliferation  of  contract  maintenance  only 
compounds  the  agency's  AF  staffiing  and  budgetary  problems. 
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Unquestionably,  another  issue  to  consider  with  regard  to  con- 
tracting out  is  the  reliabihty  and  the  experience  of  the  contractors. 
It  is  simply  unrealistic  to  believe  that  contractors  who  have  little 
knowledge  and  training  of  FAA  systems  can  maintain  the  equip- 
ment as  well  as  permanent  systems  specialists.  Already  the  con- 
sequences of  contracting  out  by  the  FAA  are  becoming  more  and 
more  apparent  and  increasingly  more  serious. 

For  example,  on  September  14  of  this  year,  an  FAA  subcontrac- 
tor working  for  the  Exide  Corp.  caused  a  complete  power  failure  of 
the  power  conditioning  system  at  the  Aurora  Air  Traffic  Control 
Center  which  maintains  air  traffic  for  Chicago's  O'Hare  Inter- 
national Airport,  among  others,  the  world's  busiest  airport.  The 
PCS  supplies  uninterrupted  power  to  air  traffic  control  computer 
terminals  and  communication  equipment.  The  subcontractor,  ignor- 
ing the  suggestions  of  a  trained  systems  specialist,  sloppily  and  in- 
correctly tested  this  vital  system,  thus  causing  all  systems  to  shut 
down. 

There  were  400  airplanes  in  the  center's  airspace  when  the  fail- 
ure occurred.  Air  traffic  controllers  lost  all — lost  information  on 
their  computer  and  computer  displays  and  the  host  backup  com- 
puter. Restoration  of  the  host  backup  took  7  minutes.  Thirty-nine 
minutes  after  the  outage,  the  host  terminal  was  restored  and  the 
controllers  could  again  print  flight  strips.  Two  FAA  system  special- 
ists happened  to  be  available  at  the  time  of  the  outage  and  assisted 
the  subcontractor,  saving  at  least  20  minutes  in  the  restoration 
time. 

Due  to  the  amount  of  air  traffic  at  O'Hare,  there  is  no  way  to 
estimate  the  cost  of  the  delay  or  the  impact  that  it  had  on  the  air- 
lines. O'Hare  closed  for  4  hours,  and  air  traffic  flow  for  the  entire 
country  was  delayed  for  most  of  the  day. 

Contracting  out  problems  are  widespread  and  can  severely 
hinder  the  efficiency  and  safety  of  the  national  airspace  system. 
Not  only  can  contractors  damage  equipment  and  endanger  the  fly- 
ing public,  quite  honestly,  their  presence  in  the  workforce  also 
threatens  the  morale  of  our  FAA  systems  specialists. 

In  addition,  while  system  specialists,  like  air  traffic  controllers 
and  pilots,  are  subject  to  random  drug  and  alcohol  testing,  contract 
employees  are  not.  Furthermore,  while  Government  employees  are 
forbidden  by  law  from  striking,  there  is  no  antistrike  provision  gov- 
erning contractors. 

Unless  the  FAA  realistically  addresses  its  staffing  problems  and 
begins  to  hire  more  in-house  staff  as  opposed  to  contractor  staff, 
Pi^S  resolutely  maintains  that  the  agency  can  dramatically  in- 
crease margin  of  error  over  the  next  several  years.  Too  often,  the 
FAA  has  only  responded  to  aviation  disasters  after  they  occur. 

Ultimately,  we  all  are  interested  in  achieving  the  same  result, 
the  safest  and  most  efficient  airspace  system  in  the  world.  To  this 
end,  PASS  believes  that  it  is  essential  that  this  subcommittee  and 
Congress  acknowledge  that  the  FAA's  use  of  contract  maintenance 
is  not  a  cost-efficient  alternative  to  utilizing  in-house  staff.  Con- 
tracting out  violates  the  intent  of  0MB  Circular  A-76;  and  if  con- 
tracting out  was  forbidden,  the  savings  could  be  redirected  and 
could  be  used  to  hire  needed  personnel  in  the  field. 
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Finally,  PASS  is  encouraged  by  the  fact  that  the  contracting  out 
issue  seems  to  be  engendering  more  public  and  congressional  atten- 
tion. Again,  we  would  like  to  thank  you  for  the  opportunity  to  tes- 
tify, and  we  would  be  glad  to  answer  any  questions  that  we  can. 

[The  prepared  statement  of  Mr.  Johnson  follows:] 

Prepared  Statement  of  Jack  Johnson,  President,  Professional  Airways 
Systems  Specialists 

Chairman  McCloskey  and  Members  of  the  Subcommittee: 

Good  Morning.  My  name  is  Jack  Johnson,  and  I  am  the  newly  elected  President 
of  the  Professional  Airways  Systems  Specialists  (PASS) — District  No.  6 — PASS/ 
NMEBA  (AFL-CIO).  Thank  you  for  allowing  me  this  opportunity  to  testify  before 
you  concerning  the  contracting  out  of  services  by  federal  agencies. 

Since  1977,  PASS  has  provided  exclusive  representation  for  the  Technical  and 
Aviation  Systems  Specialists  who  work  for  the  Federal  Aviation  Administration 
(FAA).  Currently,  the  PASS  bargaining  unit  consists  of  over  10,000  FAA  employees, 
including:  Airway  Facilities  employees,  Flight  Standards  Aviation  Safety  Inspectors, 
and  Office  of  Aviation  Standards  employees.  PASS  also  represents  a  growing  num- 
ber of  Department  of  Defense  employees.  The  PASS  workforce  is  dedicated  to  sup- 
porting and  to  sustaining  the  safest  and  the  most  efficient  National  Airspace  System 
(NAS)  for  the  flying  public. 

For  decades,  the  FAA  has  successfully  managed  the  most  complex  aviation  system 
in  the  world.  A  large  part  of  this  success  can  certainly  be  attributed  to  the  skilled 
Airway  Facilities  Systems  Specialists  who  install,  repair,  maintain,  operate,  and  cer- 
tify the  entire  spectrum  of  electronic,  electro-mechanical,  and  environmental  sys- 
tems used  in  air  traffic  control  and  national  defense.  In  1981,  our  AF  profession  con- 
sisted of  over  11,600  Systems  Specialists  who  were  responsible  for  maintaining  and 
certifjdng  19,000  FAA  facilities.  Today,  while  the  number  of  facilities  and  complex 
electronic  systems  now  exceeds  29,000,  the  AF  workforce  has  been  reduced  to  under 
6,000  trained,  partially  trained,  or  untrained  Systems  Specialists.  Additionally,  38% 
of  the  current  AF  workforce  will  be  eligible  to  retire  by  1995. 

Although  the  General  Accounting  Office  (GAO)  had  recommended  that  by  FY  1995 
"a  field  maintenance  workforce  of  about  11,900  ^  will  be  needed — an  increase  of 
3,000  over  the  present  number"  ^ — the  Department  of  Transportation  and  Related 
Agencies  appropriations  bill  for  FY  1995  (HR  4556)  reduces  the  end-of-year  staffing 
level  by  148.  As  you  can  see,  instead  of  complying  with  the  GAO's  recommendations, 
the  FAA  is  moving  further  and  further  away  from  its  staffing  target  and  will  be 
understaffed  by  at  least  3,700  positions  in  FY  1995. 

Presently,  internal  changes  within  the  AF  organization  are  also  wreaking  havoc 
on  the  staffing  levels  of  the  Systems  Specialist  workforce.  For  example,  management 
personnel  have  embarked  upon  a  Strategic  Planning  Initiative  to  realign  or  to 
streamline  the  maintenance  functions  of  the  AF  system,  through  the  consolidation 
of  a  number  of  the  FAA  regional  field  offices,  in  order  to  reduce  the  employee  to 
supervisor  ratio  to  15:1  by  the  end  of  FY  1999.  Unfortunately,  the  FAA  is  not  giving 
consideration  to  the  number  of  safety-related  positions  that  the  managers  are  filling 
by  creating  for  themselves  new  "non-supervisory"  management  positions. 

Likewise,  following  the  passage  of  buyout  legislation,  the  FAA  experienced  a  large 
exodus  of  employees.  Within  the  AF  profession  alone,  over  600  supervisory  and 
managerial  positions  were  lost.  Prior  to  taking  the  buyouts  these  supervisors  and 
managers  had  assisted  our  Systems  Specialists  with  routine  tasks,  thus  ensuring 
that  critical  job  requirements  would  be  completed.  Undoubtedly,  the  loss  of  this 
extra  help  is  having  a  disastrous  impact  on  the  Systems  Specialists  in  the  field. 

Since  the  early  1980s,  rather  than  confronting  and  rectifying  the  multitude  of 
staffing  problems  that  the  GAO  cited  and  that  truly  exist,  the  FAA  has  resorted  to 
contracting  out.  Ironically,  the  FAA  decreases  its  in-house  maintenance  staff*,  in  an 
apparent  attempt  to  save  money,  and  yet,  the  Agency  requests  additional  money 
each  year  to  fund  contract  maintenance.  In  FY  1994,  for  example,  the  Agency's  re- 
quest for  contracting  out  was  $51.7  million,  an  increase  of  $29.6  million  over  the 
FY  1993  level!  Congress,  however,  recognized  that  contracting  out  would  lead  to  sig- 


'  This  figure  represents  Systems  Specialists,  as  well  as  managers  and  support  staff.  According 
to  the  FAA's  own  data,  the  current  number  of  "hands  on"  certified  or  training  to  become  certified 
Systems  Speciahsts  is  less  than  6,000. 

2  "FAA  Budget:  Key  Issues  Need  To  Be  Addressed."  Statement  of  Kenneth  M.  Mead,  Director, 
Transportation  Issues,  Resources,  Community,  and  Economic  Development  Division.  April  6, 
1992. 


95 

nificantly  higher  agency  costs  and  capped  funding  for  contract  maintenance  at  $21 
milhon  in  FY  1994.  Moreover,  in  the  final  legislation,  237  staff  years  were  restored 
to  the  FAA's  in-house  maintenance  workforce.  Unfortunately,  PASS  has  learned 
that  the  FAA  used  these  allotted  positions  to  hire  employees  to  design  software  and 
to  assist  in  engineering  projects.  No  employees  were  hired  for  field  positions! 

The  FAA,  like  many  other  federal  agencies  facing  tight  budgets  and  government- 
wide  downsizing,  has  succumbed  to  the  understandable  temptation  of  taking  a 
band-aid  approach  to  its  problem.  The  Agency  seems  to  believe  that  its  staffing  gap 
can  be  filled  by  hiring  private  contractors  to  augment  the  services  that  should  be 
provided  by  permanent  Systems  Specialists.  Currently,  however,  safety-related  posi- 
tions are  being  left  short-handed,  and  the  AF  stafling  crisis  is  being  magnified.  Con- 
tracting out  does  nothing  to  solve  the  real  problem,  thus  leaving  the  maintenance 
of  the  National  Airspace  System  and  the  safety  of  the  flying  skies  in  jeopardy. 

While  the  use  of  contract  maintenance  may  appear  to  provide  a  much  needed  so- 
lution to  understafiing,  in  reality,  contracting  out,  at  best,  produces  only  a  tem- 
porary solution.  In  no  way  can  contract  maintenance  alleviate  the  FAA's  staffing 
shortage;  for,  at  the  end  of  any  contract  term,  contract  employees  continue  to  work 
for  the  contractor  and  not  the  Agency.  Ultimately,  the  Agency  and  the  federal  gov- 
ernment gain  nothing  from  contracting  out.  In  fact,  the  only  real  benefactor  of  con- 
tracting out  is  the  private  contractor,  since  only  the  contractor  sees  any  profit  in 
the  long  run. 

In  these  days  of  "reinventing  government,"  the  FAA's  allotment  for  outside  con- 
tracting is  an  outrageous  and  unjustifiable  expense,  clearly  violating  the  intent  of 
0MB  Circular  A-76  which  aims  to  save  taxpayers'  money  by  regulating  government 
operations  and  expenditures.  Both  the  FAA  and  the  GAO  have  estimated  that  the 
Agency  would  save  approximately  $45,000  per  staff  year  if  it  utilized  its  in-house 
rather  than  contractor  staff".^  Increased  demand,  combined  with  the  anticipated  at- 
trition of  the  current  workforce,  makes  it  impossible  to  explaia  why  the  FAA  would 
want  to  hire  temporary  workers  instead  of  permanent  workers.  Put  bluntly,  PASS 
does  not  understand  how  the  FAA  can  justify  allocating  its  scarce  operations  and 
training  dollars— dollars  which  could  and  should  be  used  to  hire  more  in-house  em- 
ployees— to  contracting  out  when  the  proliferation  of  contract  maintenance  only 
compounds  the  Agency's  AF  staffing  and  budgetary  problems? 

Unquestionably,  another  issue  to  consider  with  regard  to  contracting  out  is  the 
reliability  and  the  experience  of  the  contractors.  It  is  simply  unrealistic  to  believe 
that  contractors,  who  have  little  knowledge  of  and  training  on  FAA  systems,  can 
maintsdn  the  equipment  as  well  as  permanent  Systems  Specialists.  In  fact,  some  of 
the  existing  equipment  is  so  old  and  outdated  that  contractors  are  unable  to  provide 
even  the  simplest  service.  In  addition,  private  sector  contractors  are  unwilling  to  re- 
spond to  the  two  hour  restoration  times  which  are  the  maximum  allowable  for  the 
FAA's  critical  systems. 

More  and  more,  the  FAA  is  itself  recognizing  that  contracting  out  is  impractical 
and  inefficient,  causing  the  Agency  to  terminate  costly  contracts  and  to  return  sys- 
tem maintenance  to  in-house  staff.  For  instance: 

In  Alaska  and  in  other  parts  of  the  nation,  the  FAA  has  had  to  assume  the  main- 
tenance of  80  Automated  Weather  Observing  Systems  (AWOS)  effective  April  1, 
1994,  due  to  an  inadequate  response  time  from  the  hired  contractors,  as  well  as  sub- 
standard routine  maintenance. 

From  1982  to  1991,  the  FAA's  Integrated  Communications  Switching  System 
(ICSS),  which  is  the  complete  communications  control  system  for  all  of  the  approach 
controls,  was  maintained  by  Litton-Amacom,  a  contractor.  In  actual  cases  of  cata- 
strophic failure,  the  average  mean  time  restoration  by  the  contractors  exceeded  six 
hours.  Because  the  contractor  could  not  meet  FAA  standards,  the  contract  was  ter- 
minated. Today,  with  Systems  SpeciaUsts  maintaining  the  system,  the  average  res- 
toration time  is  45  minutes. 

Despite  such  concrete  examples  of  the  downfalls  of  contracting  out,  the  FAA  con- 
tinues to  rationalize  the  use  of  contract  maintenance  by  arguing  that  it  takes  years 
to  hire  and  to  train  new  Systems  Specialists.  Yet,  obviously,  it  is  virtually  impos- 
sible for  a  contractor  to  provide  ftilly  trained  Systems  Specialists  to  the  FAA  or  to 
meet  the  FAA's  present  minimum  response  time  and  safety  standards  when  there 
isn't  even  a  private  sector  counterpart  to  the  Agency. 

Given  the  critical  nature  of  the  services  performed,  it  would  seem  wholly  irrespon- 
sible for  the  FAA  to  place  the  safe  operation  of  the  air  traffic  control  system  in  the 
hands  of  private  contractors.  Nevertheless,  the  Agency  has  done  just  that  and  more, 
by  failing  to  subject  private  contrators  to  either  accountability  standards  or  direct 
supervision.  According  to  a  Concept  of  Operations  statement  prepared  by  the  FAA 
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in  1990,  "in  no  case  will  the  FAA  specialist  (or  FAA  supervisor)  be  permitted  to  di- 
rectly and/or  officially  supervise,  reprimand  or  discipline  the  contractor  employee  for 
poor  performance."  In  other  words,  if  an  experienced  Systems  Specialist  or  AF  su- 
pervisor notices  that  a  contract  employee  is  not  maintaining  equipment  properly,  he 
or  she  cannot  take  any  action  to  ensure  that  the  job  is  done  correctly.  The  FAA's 
only  remedy  for  contractor  incompetence  is  for  the  Systems  Specialist  to  make  sug- 
gestions to  the  contractor's  supervisor — a  supervisor  who  is  not  at  the  work  site  and 
who  is  not  even  a  government  employee. 

Already,  the  consequences  of  contracting  out  by  the  FAA  are  becoming  more  and 
more  apparent  and  increasingly  more  serious.  For  example: 

On  September  14,  1994,  an  FAA  sub-contractor  of  Exide  caused  a  complete  power 
failure  of  the  power  conditioning  system  (PCS)  at  the  Aurora  Air  Route  Traffic  Con- 
trol Center  (ARTCC)  which  manages  air  traffic  for  Chicago's  O'Hare  International 
Airport,  the  world's  busiest  airport.  The  PCS  supplies  uninterrupted  power  to  air 
traffic  control  computer  terminals  and  communications  equipment.  The  sub-contrac- 
tor, ignoring  the  suggestions  of  a  trained  Systems  Specialist,  sloppily  and  incorrectly 
tested  this  vitaJ  system,  thus  causing  all  systems  to  shut  down. 

Air  traffic  controllers  lost  all  information  on  their  computer  displays  until  the  host 
back-up  computer  was  restored.  Restoration  of  the  host  back-up  took  7  minutes.  39 
minutes  after  the  outage,  the  host  terminal  was  restored,  and  the  controllers  could 
again  print  flight  strips.  Two  FAA  Systems  Specialists  happened  to  be  available  at 
the  time  of  the  outage  to  assist  the  sub-contractor,  saving  at  least  20  minutes  in 
restoration  time. 

Due  to  the  amount  of  air  traffic  at  O'Hare,  there  is  no  way  to  estimate  the  cost 
of  this  delay  or  the  impact  that  it  had  on  the  airlines.  Most  airlines  reported  delays 
all  day  into  and  out  of  the  airport. 

On  August  30,  1993,  a  contractor  working  for  the  FAA  in  Jacksonville,  Florida, 
inadvertently  caused  a  total  system  outage,  lasting  one  hour  and  forty  minutes.  This 
outage  shut  down  the  Jacksonville  ARTCC  and  all  of  the  other  associated  air  traffic 
control  faciUties  (including  Orlando  and  Pensacola,  two  of  the  nation's  busiest  air 
traffic  control  towers)  in  the  Southeast  corridor.  When  the  system  shut  down,  all 
communication  was  lost  between  aircraft  and  land  facilities.  A  contract  technician 
familiar  with  the  equipment  was  unavailable,  and  a  contract  engineer  was  unable 
to  correct  the  problem.  Finally,  another  technician  had  to  be  called  in  to  restore  the 
equipment. 

At  the  time  of  the  outage,  air  traffic  controllers  were  dealing  with  an  emergency 
operation  involving  a  Lear  jet.  An  Air  Traffic  Control  Specialist  had  to  use  a  cellular 
phone  to  provide  service  from  a  parking  lot;  fortunately,  the  jet  landed  safely.  Con- 
tinental Airlines  reported  a  $1  million  loss  per  air  traffic  center  due  to  this  delay. 

The  contractor,  Alltel,  has  a  five  year  maintenance  contract  with  the  FAA.  Private 
contractors  are  on-site  only  14  hours  per  day. 

In  the  Richmond  Sector  Field  Office,  an  FAA  contractor  who  was  installing  a  sim- 
ple modification  to  existing  computer  equipment  destroyed  $6,000  worth  of  this 
equipment  due  to  incompetence. 

As  you  can  see,  contracting  out  problems  are  widespread  and  can  severely  hinder 
the  efficiency  and  the  safety  of  the  National  Airspace  System.  Not  only  can  contrac- 
tors damage  equipment  and  endanger  the  flying  skies,  quite  honestly,  their  presence 
in  the  workforce  also  threatens  the  morale  of  our  AF  Systems  Specialists.  Just  as 
strikers  feel  threatened  by  replacement  workers,  our  Specialists,  who  have  always 
been  dedicated  to  mission  goals,  feel  threatened  by  outside  contractors.  While  Sys- 
tems Specialists,  like  air  traffic  controllers  and  pilots,  are  subject  to  random  drug 
and  alcohol  testing,  private  contractors  are  exempt.  Furthermore,  while  government 
employees  are  forbidden  by  law  from  striking,  there  is  no  antistrike  provision  gov- 
erning government  contractors. 

Without  question,  contracting  out  is  insulting  to  our  skilled  and  professional 
members  who  have  enabled  the  FAA  to  maintain  nearly  perfect  system  availability 
over  the  years,  despite  chronic  understaffing.  The  FAA's  reliance  on  contract  main- 
tenance suggests  that  the  dedication  of  Systems  Specialists  not  only  will  not  be  re- 
warded, but  that  the  Agency  will  also  replace  its  in-house  staff  with  untraiined 
workers  hired  off  of  the  street  by  private  companies.  Again,  we  must  wonder  how 
the  FAA  can  defend  the  outrageous  expenditure  of  contract  maintenance,  when  to 
be  blunt,  no  one  works  as  efficiently,  as  economically,  and  as  quickly  as  the  Systems 
SpeciaUsts  who  work  for  the  Agency. 

PASS  realizes  that,  as  the  FAA  strives  to  downsize,  to  realign,  and  to  work  more 
efficiently  with  less  money,  the  Agency  is  bound  to  encounter  difficulties.  We  are 
quite  aware  that  our  Systems  Specialists  could  face  even  more  serious  obstacles  as 
the  FAA  attempts  to  keep  the  airways  system  operating  at  the  highest  possible  safe- 
ty levels  with  the  least  amount  of  available  funds.  However,  what  I  have  tried  to 


97 

emphasize  to  you  today  is  that  contracting  out  is  not  the  FAA's  "cure  all"  for  its 
staffing  problems  and  budgetary  cutbacks.  By  no  means  should  the  crucial  safety- 
related  tasks  of  our  Systems  Specialists  be  entrusted  to  private  contractors. 

Unless  the  FAA  realistically  addresses  its  staffing  problems  and  begins  to  hire 
more  in-house  staff  as  opposed  to  contractor  staff,  PASS  resolutely  maintains  that 
the  Agency  could  face  a  dramatically  increased  margin  of  error  over  the  next  several 
years.  Too  often,  the  FAA  has  only  responded  to  aviation  disasters  aft^r  they  occur. 
Ultimately,  we  are  all  interested  in  achieving  the  same  result — the  safest  and  most 
efficient  airspace  system  in  the  world.  To  this  end,  PASS  believes  that  it  is  essential 
that  this  Subcommittee  and  Congress  acknowledge  that  the  FAA's  use  of  contract 
maintenance  is  not  a  cost  efficient  alternative  to  utilizing  in-house  staff.  Contracting 
out  violates  the  intent  of  0MB  Circular  A-76,  and  if  contracting  out  was  forbidden, 
the  savings  could  be  redirected  and  could  be  used  to  hire  needed  personnel  in  the 
field. 

Finally,  PASS  is  encouraged  by  the  fact  that  the  contracting  out  issue  seems  to 
be  engendering  more  pubUc  and  congressional  attention.  As  you  probably  know, 
there  is  currently  legislation  (HR  4488)  awaiting  action  that  would  amend  the  Fed- 
eral Workforce  Restructuring  Act  to  prohibit  agencies  from  contracting  out  work 
that  had  previously  been  performed  by  government  employees  who  accepted 
buyouts.  PASS  strongly  supports  HR  4488,  and  we  urge  Congress  to  pass  this  bill 
before  adjournment. 

Again,  thank  you  for  this  opportunity  to  testify.  At  this  time,  I  would  be  more 
than  happy  to  answer  any  questions  that  you  may  have. 

Mr.  McCloskey.  Well,  thank  you  very  much,  both  of  you. 

Mr.  Krasner,  excellent  and  forthright  testimony.  I  might  say 
most  educational.  I  think  particularly,  Mr.  Johnson,  your  O'Hare 
saga  here  and  the  other  one  or  two  safety  crisis  items  speak  for 
themselves. 

I  was  intrigued  with  Mr.  Krasner's  opening  statement  that  in- 
cluded a  40-percent  increase  in  workload  with  no  increase  in  per- 
sonnel. So  would  you  say  there  is  a  safety  crisis  out  there  that  is 
being  looked  over?  What  is  there  in  the  system  right  now  to  recog- 
nize these  inefficiencies  and  stress  and  do  something  about  it? 

Mr.  Krasner.  We  believe  that  the  system  is  safe  and  continues 
to  run  safe,  and  we  attribute  that  to  the  individuals  who  work 
within  the  system,  those  that  maintain  it,  those  who  work  the 
equipment. 

But  I  would  venture  to  say  that  we  are  pushing  the  envelope  to 
its  limits.  More  and  more  we  see  air  traffic  controllers  who  are  on 
workman's  compensation,  stress-related.  More  and  more  we  see  air 
traffic  controllers  who  quit  the  agency  rather  than  work  in  the 
manner  that  they  have  to  work.  More  and  more  we  see  people  tak- 
ing medical  retirements  that  simply  just  don't  make  it  to  the  end 
of  the  road.  So  I  think  we  are  starting  to  push  the  limits,  and  I 
am  hoping  that  the  different  congressional  subcommittees  are  tak- 
ing note  of  that  and  will  certainly  help  us  out  in  that  regard. 

Mr.  McCloskey.  And  it  is  intriguing  to  me  that  private  contrac- 
tors performing  equivalent  positions  in  the  towers  are  not  subject 
to  random  alcohol  and  drug  testing;  is  that  right? 

Mr.  Krasner.  I  do  believe,  in  fairness,  I  don't  know  how  they 
work  under  the  equipment  maintenance  contracts.  I  do  believe — 
and  correct  me  if  I'm  wrong,  Joan.  I  do  believe  that  the  provision 
in  the  contract  they  just  let  does  require  some  sort  of  mandatory 
random  drug  testing.  Alcohol  testing,  at  least  from  our  end,  is  still 
under  negotiations  with  the  agency,  so  we  are  not  required  to  do 
that  as  of  yet.  I  don't  know  where  it  fits  in  with  the  contractors. 

Mr.  McCloskey.  Is  there  a  significant  disparity  in  this  area 
then,  Mr.  Johnson? 
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Mr.  Johnson.  Speaking  for  the  systems  specialists,  there  cer- 
tainly is,  Mr.  Chairman.  There  is  no  provision  for  the  contractors 
that  are  being  hired  to  work  on  the  equipment  to  be  drug  tested. 
And,  as  Barry  mentioned,  we  are  under  the  negotiation  phase  of  al- 
cohol testing  right  now,  and  I  don't  expect  that  there  will  be  a  pro- 
vision for  them  to  be  alcohol  tested  either.  I  think  that  they  are 
working  on  the  same  equipment,  they  have  the  same  capability  of 
shutting  down  the  systems,  and  they  are  not  being  tested  at  all. 

Mr.  Krasner.  Mr.  Chairman,  I  do  have  some  clarification.  Ap- 
parently, in  the  contract  that  they  let,  there  is  a  provision  for  ran- 
dom drug  testing,  but  if  the  individuals  don't  test — if  they  test  neg- 
ative for  a  5-year  period,  then  testing  ceases  for  those  individuals. 
Whereas  Federal  employees,  air  traffic  controllers  are  subject  to 
this  testing  so  long  as  they  are  government  employees. 

Mr.  McCloskey.  That  is  helpful.  Could  you  elaborate  on  what 
the  future  likely  holds  for  air  traffic  controllers  at  the  Monroe 
County  Airport?  And  particularly  since  my  constituent,  Ms. 
McGlothlin,  traveled  all  this  way,  I  sure  would  like  to  hear  from 
her,  Mr.  Krasner,  as  to  how  she  thinks  it  is  going,  her  observations 
and  what  she  thinks  needs  to  be  done. 

Ms.  McGlothlin.  Specifically  to  Bloomington,  there  have  been 
several  things  done  to  the  airport 

Mr.  McCloskey.  Can  you  pull  the  mike  up,  please? 

Ms.  McGlothlin.  There  have  been  several  airport  improvements 
at  Bloomington,  including  $10  million  in  runway  expansion  and 
things  like  that.  There  is  a  new  grant  out  at  $2.2  million  for  expan- 
sion of  our  ramp  and  strengthening  of  our  ramp  to  hold  the  larger 
aircraft  that  the  new  runway  will  bring  in.  And  we  also  have  a 
$400,000  grant  that  was  just  received  recently  for  a  new  fire  truck 
and  new  building  for  that. 

Because  of  the  larger  aircraft,  the  FAA  has  upgraded  our  emer- 
gency services  and  allowed  us  to  purchase  this  new  fire  truck.  As 
far  as  Bloomington  right  now,  we  have  lost  our  essential  air  service 
money,  but  we  do  have  a  commuter  service  at  Bloomington,  a  serv- 
ice to  Chicago  Midway  right  now. 

We  also  have  a  proposal  that  has  been  accepted  by  the  airport 
manager  for  another  commuter  to  come  in,  and  they  are  supposed 
to  start  in  December  or  January  or  in  the  next  few  months.  So, 
with  two  commuters  there,  safety  definitely  is  a  concern  with  hav- 
ing a  control  tower  there. 

One  of  the  main  safety  concerns  that  we  can  think  of  would  be 
in  training  of  the  contractors,  and  the  difference  being  that  it 
takes — through  the  FAA  training  requirements  that  we  are  under, 
it  takes  an  average  of  6  to  12  months  for  a  controller  to  obtain  at 
full  performance  level  status,  and  the  contractors  are  coming  in 
with  a  30-day  window  to  do  that  in. 

Mr.  McCloskey.  What  is  your  understanding  as  to  your  likely 
future  job  status  and  the  possible  scheduling  of  any  contracting  out 
at  Monroe  County? 

Ms.  McGlothlin.  You  mean,  do  we  understand  that  we  will 
maintain  a  job? 

Mr.  McCloskey.  I  understand  there  has  been  a  delay  in  the  con- 
tracting out.  I  mean,  are  you  aware  of  that?  What  is  the  feelings 
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of  yourself  and  your  co-workers  as  to  your  likely  job  stability  right 
now  in  this  situation? 

Ms.  McGlothlin.  I  think  the  actual  job  stability  is  not  a  factor, 
because  we  have  been  told  that  we  will  be  moved  to  another  FAA 
facility.  It  is  just  a  matter  of  moving  and  leaving  Bloomington 
without  any  air  traffic  services. 

Mr.  Krasner.  Mr.  Chairman,  on  the — you  mentioned  something 
about  a  possible  delay  in  the  contract.  I  assume  you  mean  specifi- 
cally as  it  pertains  to  the  towers  that  we  are  supposed  to  close, 
such  as  Monroe  County.  My  understanding  is  that  they  were  talk- 
ing about  not  closing  them  but  now  contracting  them  out,  and  this 
is  done  presumably  because  of  heat  from  the  communities  that  did 
not  want  to  see  them  lost. 

But  I  would  submit  to  you  that  that  is  a  bit  of  a  shell  game.  Be- 
cause if  they  contract  them  as  opposed  to  closing,  the  intent  is  to 
contract  them  for  a  2-year  period.  If  they  don't  then  meet  the  cost 
benefit  or  the  BC  ratio  to  be  a  Federal  tower,  then  they  will  either 
close  or  the  community  will  have  to  take  them  over  out  of  their 
own  pockets. 

So  what  they  are  really  doing  is  delaying  that  by  2  years,  and 
I  think  the  ultimate  losers  in  that  are  not  necessarily  the  control- 
lers who  will  find  other  towers  to  work  in,  but  the  real  losers  to 
that  are  the  community  who  can  see  their  economic  growth  stifled 
from  that  point  on. 

Mr.  McCloskey.  There  is  no  doubt  about  that,  Mr.  Krasner.  It 
is  really  a  major  issue  back  home,  so  I  appreciate  your  comments. 

Well,  I  have  no  other  questions.  Does  anyone  have  any  other 
comments  or  an  observation  that  they  want  to  make  in  an  area 
that  hasn't  been  discussed? 

Mr.  Johnson.  I  would  just  like  to  add  that  one  of  the  problems 
that  I  have  seen  personally  as  I  was  just  most  recently  working  as 
an  employee  involvement  coordinator  at  the  regional  office  in  the 
southern  region  is  when  the  buyouts  came  around,  people  took  the 
buyouts.  They  reported  back  to  the  same  desk  the  next  Monday 
morning  doing  the  same  job.  And  there  is  some  sort  of  a  sham 
going  on  out  there  with  the  FAA  claiming  that  those  people  are  off 
the  rolls  because  they  are  not.  They  are  still  doing  the  same  jobs, 
and  some  of  the  same  people  that  make  the  decisions  about  wheth- 
er or  not  to  contract  out  jobs  end  up  coming  back  and  working  for 
the  FAA  under  a  contract  after  they  retire  and  take  a  buyout. 

Mr.  McCloskey.  I  also  appreciate  Mr.  Krasner's  comment  about 
the  incongruity  of  the  FAA  exempting  itself  from  the  A-76  review 
process.  There  simply  has  to  be  cost  benefit  and  safety  analysis  and 
so  forth  on  matters  of  such  import. 

Do  you  want  to  comment  on  that  again  or  add  an3rthing  to  that, 
Mr.  Krasner,  because  I  think  that  is  obviously  one  of  your  several 
key  points? 

Mr.  Krasner.  We  certainly  agree  with  that,  that  even  if  they 
have  the  right  to  circumvent  A-76,  does  that  necessarily  make  it 
proper  to  do  so?  I  believe  that  we  are  all  in  the  game.  These  Fed- 
eral workers  are  providing  best  possible  service  for  the  lowest  pos- 
sible price.  And  to  move  ahead  in  this  manner,  we  don't  know  if 
we  are.  It  is  quite  possible  that  contracting  out  will  provide  better 
services  at  lower  price,  but  how  could  you  make  that  kind  of  move 
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to  the  tune  of  that  kind  of  money  without  knowing,  just  because 
somebody  thought  it  was  a  good  idea? 

If  you  look  at  what  they  use  as  the  cost  estimates,  they  assume 
that  they  could  save  $200,000  per  tower.  This  estimate  was  based 
on  the  fact  that  somewhere  after  the  NATCA  strike  they  actually 
contracted  out  a  tower  or  two  or  three,  and  that  was  the  savings. 
But  we  don't  know  how  they  achieved  it.  There  is  very  little  over- 
sight to  it.  And,  additionally,  that  savings  was  in  1981  dollars.  So 
we  don't  know  where  that  plays  today,  and  I  think  we  cheat  the 
flying  public  and  the  American  taxpayer  if  we  don't  know  what  we 
are  doing  before  we  move  into  it. 

Mr.  McCloskey.  Well,  I  want  to  thank  you  all. 

Ms.  McGlothlin,  if  you  have  a  chance,  if  you  care  to  stop  by  my 
office  to  say  hello  for  a  few  minutes,  I  look  forward  to  saying  hello. 

So  I  really  appreciate  everyone's  participation.  So  thank  you  so 
much. 

Ms.  McGlothlin.  Thank  you. 

Mr.  Krasner.  Thank  you. 

Mr.  McCloskey.  Our  concluding  panelist  is  Gary  D. 
Engebretson — I  hope  I  am  saying  that  right;  please  correct  me  if 
I  am  wrong — president  of  the  Contract  Services  Association  of 
America. 

STATEMENT  OF  GARY  D.  ENGEBRETSON,  PRESIDENT, 
CONTRACT  SERVICES  ASSOCIATION  OF  AMERICA 

Mr.  Engebretson.  Thank  you,  Mr.  Chairman.  You  were  right 
on.  The  pronunciation  was  absolutely  correct.  I  appreciate  that. 

Mr.  McCloskey.  Thank  you. 

Mr.  Engebretson.  I  hear  many  times  different  ways  that  my 
name  is  pronounced,  so  it  is  always  great  when  I  hear  it  straight. 

I  would  like  to  summarize  my  statement  to  about  5  or  6  minutes, 
knowing  your  time  constraint. 

Mr.  McCloskey.  Surely.  Please  proceed.  Your  statement  is  ac- 
cepted, but  proceed  as  you  like. 

Mr.  Engebretson.  Thank  you.  Mr.  Chairman,  members  of  this 
committee,  my  name  is  Gary  Engebretson,  and  I  am  president  of 
the  Contract  Services  Association  of  America,  the  Nation's  oldest 
and  largest  association  of  government  service  contractors.  Now  in 
its  30th  year,  CSA  represents  more  than  200  companies  that  pro- 
vide a  wide  array  of  services  to  the  Federal  Government  as  well  as 
numerous  State  and  local  governments. 

I  appreciate  the  opportunity  you  have  given  me  today  to  share 
our  industry's  perspective  on  the  relationship  of  the  Government's 
employee  separation  incentive  programs  to  contracting  out,  particu- 
larly under  0MB  Circular  A-76.  I  commend  the  committee  for 
holding  this  hearing  to  explore  the  important  issue  in  an  objective 
and  substantive  way. 

Let  me  start  out  by  making  it  clear  that  I  believe  contracting  out 
can  play  a  very  positive  role  in  current  efforts  to  downsize  the  Gov- 
ernment, reduce  costs,  and  streamline  operations.  As  documentary 
evidence  clearly  shows,  contracting  out  saves  an  average  of  25  per- 
cent per  contract  without  any  corresponding  reductions  in  either 
the  scope  or  quality  of  services,  and  this  is  quoted  out  of  GAO. 
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Thus,  as  the  Government  seeks  to  reduce  in  size  and  cost,  contract- 
ing out  is  a  tool  that  can  help  achieve  the  necessary  reductions. 

Some,  however,  have  suggested  that  Congress  institute  a  prohibi- 
tion on  contracting  out  positions  whose  previous  holders  opt  to  ac- 
cept a  voluntary  separation  incentive  package.  We  believe  that 
placing  such  a  limitation  on  Government  managers  would  be  coun- 
terproductive and  would,  in  reality,  be  unfair  to  the  very  Govern- 
ment employees  it  was  designed  to  protect. 

As  you  know,  under  the  rules  set  forth  by  OMB  Circular  A-76, 
no  recurring  services  currently  performed  in  the  Government  can 
be  converted  to  contract  unless  a  cost  comparison  study  is  con- 
ducted to  justify  doing  so.  To  undertake  that  cost  comparison,  the 
Government  itself  is  required  to  establish  what  is  known  as  the 
Most  Efficient  Organization,  or  MEO,  and  it  is  the  MEO  against 
which  the  private  sector  proposals  are  measured. 

The  function  goes  to  contract  only  if  the  winning  private  sector 
bid  beats  the  MEO  by  at  least  10  percent.  If  not,  the  work  remains 
in-house. 

Likewise,  when  the  Government  seeks  to  refederalize  work,  to 
bring  it  back  in-house,  the  Government  must  beat  the  winning  pri- 
vate sector  bid  by  10  percent.  As  such.  Government  employees  are 
not  condemned  to  being  judged  by  past  performance  but  rather  are 
given  the  unusual  opportunity  to  effectively  compete  with  the  pri- 
vate sector.  Therefore,  any  new  prohibitions  on  contracting  will 
have  a  direct  and  negative  impact  on  the  Government's  efforts  to 
meet  the  new  and  higher  standards  of  efficiency. 

Their  impact  will  also  be  felt  by  Government  employees  whose 
positions  are  affected  by  the  decision  to  contract.  Driven  by  an  ur- 
gent need  to  reduce  costs  and  enhance  efficiency.  Government  man- 
agers will  still  need  to  contract  out  select  functions  whether  or  not 
they  are  allowed  to  offer  affected  employees  a  buyout  package. 

Some  have  also  expressed  concern  that  Government  managers 
are  converting  in-house  work  to  contract  without  following  the  pre- 
scriptions of  A-76.  To  the  extent  one  documents  such  cases,  we 
have  no  quarrel  with  those  who  say  it  should  be  corrected.  At  the 
same  time,  however,  we  hope  you  will  recognize  that  concern  goes 
both  ways.  A-76,  after  all,  is  designed  to  protect  the  rights  of  all 
incumbent  workers,  be  they  Government  employees  or  private  sec- 
tor workers  under  contract  to  the  Government. 

Thus,  every  time  a  Government  agency  permits  the 
refederalization  of  a  currently  contracted  position  without  first  con- 
ducting a  cost  comparison  to  justify  such  a  move,  they  are  violating 
the  circular  policy  and,  just  as  importantly,  the  rights  of  hard- 
working Americans.  Unfortunately,  this  trend  also  has  become  all 
too  common  in  Government. 

With  all  of  this  as  background,  I  would  like  to  make  five  basic 
recommendations  to  this  committee. 

First,  we  strongly  urge  the  committee  to  resist  efforts  to  link  the 
buyout  program  to  prohibitions  on  A-76  or  other  contracting.  The 
two  are  not  related  in  the  way  being  portrayed  and,  indeed,  nicely 
complement  each  other  when  appropriately  utilized. 

Second,  we  strongly  urge  the  committee  to  reject  any  attempts  to 
require  that  funds  for  separation  incentive  programs  be  taken  from 
funds  earmarked  for  service  contracts.  It  would  be  patently  unfair 
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to  require  that  people  in  the  private  sector  be  put  out  of  work  in 
order  to  pay  for  voluntary  buyout  programs  in  the  public  sector. 

Third,  we  strongly  urge  the  committee  to  push  the  Office  of  Man- 
agement and  Budget  to  release  for  comment  the  proposed  revisions 
to  Circular  A-76  that  have  been  held  back  for  over  2  years,  and 
I  think  it  is  probably  closer  to  5  years.  Given  the  management 
challenges  facing  the  Government  today,  the  time  has  come  to  re- 
lease those  revisions  and  get  on  with  the  job  of  improving  the  A- 
76  process. 

Fourth,  we  strongly  urge  you  to  consider  to  establish  an  inde- 
pendent, high-level  task  force  to  look  into  the  question  of  cost  com- 
parisons. Cost  comparisons  are  an  ideal  tool  for  management  deci- 
sionmaking. However,  they  are  only  truly  effective  if  the  costs 
being  compared  reflect  common  factors. 

Unfortunately,  the  Grovemment  simply  does  not  account  for  its 
spending  in  a  way  that  bears  any  resemblance  to  the  comprehen- 
sive manner  required  of  Government  service  contractors. 

It  is  a  sobering  note,  however,  that  even  given  the  imbalance 
that  now  exists.  Government  and  industry  each  typically  win  about 
50  percent  of  all  A-76  competitions.  And  while,  to  some,  that  seems 
reasonable  enough,  we  would  argue  that  the  interests  of  the  tax- 
payer rely  on  a  cost  comparison  process  that  is  fully  equal  regard- 
less of  the  outcomes  that  such  a  process  might  create. 

Finally,  we  urge  the  committee  to  reject  any  efforts  that  would 
require  a  substantial  expansion  of  the  A-76  policy  to  cover  new 
functions  and  starts. 

As  I  explained,  one  primary  purpose  of  A-76  is  to  protect  the 
rights  of  the  incumbent  work  force.  Where  a  new  start  is  con- 
cerned, there  is  no — or  there  are  no  incumbent  workers  who  will 
be  impacted  by  the  decision  to  contract.  In  addition,  the  costs  in- 
volved in  implementing  such  a  policy  would  be  enormous  and  pro- 
hibitive. 

Furthermore,  if  Government  managers  come  to  believe  that  any 
existing  contract  is  not  meeting  expectations,  they  can  always 
recompete  the  contract  and/or  seek  to  bring  the  work  in-house 
through  the  reverse  A-76  process. 

Mr.  Chairman,  I  realize  that  time  is  short  and  will  conclude  by 
reiterating  one  key  point.  Logic  and  the  record  clearly  show  that 
contracting  out  can  be  and  is  a  positive  force  in  Government,  just 
as  it  is  in  the  business  world.  I  therefore  urge  the  committee  to 
continue  to  carefully  explore  all  aspects  of  the  issue  before  it  takes 
action  in  any  one  direction. 

I  once  again  want  to  thank  you  for  the  opportunity  to  present  my 
testimony  today  and  look  forward  to  answering  any  questions  or 
working  with  you  in  the  future  on  this  issue. 

Mr.  McCloskey.  Sir,  I  thank  you  very  much. 

[The  prepared  statement  of  Mr.  Engerbretson  follows:] 

Prepared  Statement  of  Gary  D.  Engerbretson,  President,  Contract  Services 

Association  of  America 

Mr.  Chairman,  members  of  the  committee.  My  name  is  Gary  Engebretson  and  I 
am  the  President  of  the  Contract  Services  Association  of  America  (CSA),  the  nation's 
oldest  and  largest  association  of  government  service  contractors.  Now  in  its  30th 
year,  CSA  represents  more  than  200  companies  that  provide  a  wide  array  of  services 
to  the  federal  government,  as  well  as  numerous  state  and  loc£d  governments. 
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In  fact  today,  hundreds  of  contractor  personnel  are  hard  at  work  supporting  U.S. 
troops  that  have  been  deployed  to  Haiti,  just  as  thousands  of  contractor  personnel 
were  in  or  around  the  theater  of  war  providing  vital  support  services  to  American 
troops  in  Operation  Desert  Shield  and  Desert  Storm. 

I  appreciate  the  opportunity  you  have  given  me  today  to  share  our  industry's  per- 
spective on  the  relationship  of  the  government's  employee  separation  incentive  pro- 
grams and  contracting-out,  particularly  under  0MB  Circular  A-76.  I  commend  the 
committee  for  holding  this  hearing  to  explore  this  important  issue  in  an  objective 
and  substantive  way. 

Let  me  start  out  by  making  clear  that  I  believe  contracting  out  can  play  a  very 
positive  role  in  current  efforts  to  downsize  the  government,  reduce  costs  and  stream- 
line operations.  As  documentary  evidence  clearly  shows,  contracting-out  saves  an 
average  of  25%  per  contract,  without  any  corresponding  reductions  in  either  the 
scope  or  quality  of  services. 

Thus,  as  the  government  seeks  to  reduce  in  size  and  cost,  contracting-out  is  a  tool 
that  can  help  achieve  the  necessary  reductions. 

Some,  however,  have  suggested  that  Congress  institute  a  prohibition  on  contract- 
ing-out positions  whose  previous  holders  opted  to  accept  a  voluntary,  separation  in- 
centive package.  Such  a  prohibition  on  government  managers  would  be  counter-pro- 
ductive and  would,  in  resdity,  be  unfair  to  the  very  government  employees  it  was 
designed  to  protect. 

Circular  A-76,  the  process  through  which  such  contracting  takes  place,  is,  among 
other  things,  an  employee  protection  policy.  It  sets  up  a  process  under  which  govern- 
ment managers  can  make  reasoned  and  informed  decisions  as  to  whether  or  not  to 
contract  out  a  given  function  and,  at  the  same  time,  includes  key  protections  for  the 
incumbent  workforce. 

As  you  know,  under  the  rules  set  forth  by  0MB  Circular  A-76,  no  recurring  serv- 
ices currently  performed  in  the  government  can  be  converted  to  contract  unless  a 
cost  comparison  study  is  conducted  to  justify  doing  so.  To  undertake  that  compari- 
son, the  government  itself  is  required  to  establish  what  is  known  as  a  Most  Efiicient 
Organization,  or  MEO,  and  it  is  the  MEO  against  which  the  private  sector  proposals 
are  measured. 

The  function  goes  to  contract  only  if  the  winning  private  sector  bid  beats  the  gov- 
ernment by  at  least  10%.  If  not,  the  work  remains  in-house. 

As  such,  government  employees  are  not  condemned  to  being  judged  by  past  per- 
formance but  rather  are  given  an  unusual  opportunity  to  effectively  start  from 
scratch  and  compete  with  the  private  sector.  Likewise,  when  the  government  seeks 
to  refederalize  work,  to  bring  it  back  in-house,  the  government  must  beat  the  win- 
ning private  sector  bid  by  10%. 

In  short,  the  A-76  process  can  be  a  positive  force  for  change  and  streamlining  in 
government.  Moreover,  it  dovetails  effectively  with  current  buy-out  and  downsizing 
activities.  Because  the  process  serves  as  a  means  of  identifying  better  ways  to  man- 
age current  government  operations,  it  is,  in  fact,  a  key  part  of  the  oversJl  effort  to 
enhance  the  efficiency  of  government. 

Therefore,  any  prohibition  on  contracting  out  those  positions  whose  current  occu- 
pants opt  to  take  a  separation  incentive  package  will  have  a  direct  and  negative  im- 
pact on  the  government's  efforts  to  meet  new  and  higher  standards  of  efficiency.  Its 
impact  will  also  be  felt  by  government  employees  whose  positions  are  affected  by 
the  decision  to  contract.  Driven  by  an  urgent  need  to  reduce  costs  and  enhance  effi- 
ciency, government  managers  will  still  need  to  contract-out  selected  functions 
whether  or  not  they  are  allowed  to  offer  affected  employees  a  buy-out  package. 

It  is  hard  to  understand  why  these  employees  should  be  denied  separation  incen- 
tives that  some  of  their  colleagues  are  getting.  It  is  equally  difficult  to  understand 
why  government  managers,  under  intense  pressure  to  manage  more  efficiently, 
should  have  a  key  management  tool  taken  away  from  them. 

Some  have  also  expressed  concern  that  government  managers  are  converting  in- 
house  work  to  contract  without  following  the  prescriptions  of  Circular  A-76.  It  is 
a  bit  ironic  that  many  of  those  who  are  complaining  the  loudest  are  among  those 
who,  for  many  years,  have  been  among  the  strongest  opponents  of  the  Circular. 

Nonetheless,  the  reality  is  that  in  the  7  years  that  I  have  been  president  of  CSA, 
I  have  never  heard  of  a  single  function  covered  by  Circular  A-76  being  converted 
from  in-house  performance  to  contract  without  a  cost  comparison  study.  To  the  ex- 
tent one  can  document  such  cases,  we  have  no  quarrel  with  those  who  say  it  should 
be  corrected. 

At  the  same  time,  however,  barely  a  day  goes  by  that  one  or  more  members  of 
CSA  do  not  report  another  case  in  which  the  government  has  taken  contracted  work 
back  in-house  without  following  the  rules  established  by  A-76. 
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Remember,  A-76  is  designed  to  protect  the  rights  of  ALL  incumbent  workers,  be 
they  government  employees  or  private  sector  workers  under  contract  to  the  govern- 
ment, it  is  not  designed  to  favor  one  workforce  over  the  other.  So  every  time  a  gov- 
ernment agency  permits  the  refederalization  of  currently  contracted  positions  with- 
out first  conducting  a  cost  comparison  to  justify  such  a  move,  they  are  violating  the 
Circular  and,  just  as  importantly,  the  rights  of  hard  working  Americans. 

This  very  scenario  was  played  out  at  the  Department  of  Energy  and  EPA  earlier 
this  year.  Between  them,  the  two  agencies  sought  to  add  nearly  3,000  FTE  to  re- 
place an  equivalent  number  of  contractor  positions,  if  there  were  legitimate  cost 
comparison  studies  to  justify  each  of  these  exchanges  we  would  not  object.  However, 
neither  agency  has  any  plans  to  conduct  any  cost  comparison  studies  for  the  posi- 
tions involved. 

Therefore,  to  the  extent  this  committee  might  comment  or  act  on  concerns  regard- 
ing the  application  of  the  policy  set  forth  in  Circular  A-76,  we  trust  that  the  same 
attention,  focus  and  support  will  be  given  to  incumbent  private  sector  workers  as 
is  given  to  those  in  the  public  sector. 

With  all  of  this  in  mind,  I  would  like  to  make  five  basic  recommendations  to  this 
committee  that  can  help  to  ensure  that  the  rights  and  interests  of  all  workers,  as 
well  as  the  best  interests  of  the  American  taxpayer,  are  protected. 

First,  we  strongly  urge  the  committee  to  resist  efforts  to  link  the  buy-out  program 
to  prohibitions  on  A-76  or  other  contracting.  The  two  are  not  related  in  the  way 
being  portrayed  and,  indeed,  nicely  complement  each  other  when  appropriately  uti- 
lized. 

Second,  we  strongly  urge  the  committee  to  reject  any  attempts  to  require  that 
funds  for  separation  incentive  programs  be  taken  from  funds  earmarked  for  service 
contracts.  It  would  be  patently  unfair  to  require  that  people  in  the  private  sector 
be  put  out  of  work  in  order  to  pay  for  voluntary  early-out  programs  in  the  public 
sector.  Remember,  some  80  to  90%  of  all  costs  associated  with  service  contracting 
are  labor  costs.  And  those  costs  are,  in  large  part,  dictated  by  government  prevailing 
wage  rates.  As  such,  when  you  cut  service  contracting  funds,  you  are  directly  cutting 
employment  in  the  service  contracting  industry. 

Let  me  give  you  one  example.  A  proposal  of  this  kind  was  at  one  point  a  part 
of  the  FY  1995  Defense  Authorization  Bill.  The  House  Armed  Services  Committee 
itself  estimated  that  DoD's  separation  incentive  costs  in  FY  1995  could  be  as  high 
as  $1  billion.  At  an  average  salary  of  thirty  or  forty  thousand  dollars,  that  require- 
ment would  have  put  some  twenty  to  twenty-five  thousand  people  in  the  private  sec- 
tor out  of  work.  Fortunately,  that  proposal  was  dropped  from  the  bill  and  we  hope 
and  trust  it  will  not  be  revived  here. 

Third,  we  strongly  urge  the  committee  to  push  the  Office  of  Management  and 
Budget  to  release  for  comment  the  proposed  revisions  to  Circular  A-76  that  have 
been  held  back  for  over  two  years  now. 

As  we  understand  it,  a  number  of  issues  that  have  been  of  concern  to  various  par- 
ties are  addressed  in  the  revised  Circular.  As  such,  and  given  the  management  chal- 
lenges facing  the  government  today,  the  time  has  come  to  release  those  revisions 
and  get  on  with  the  job  of  improving  the  A-76  process. 

Fourth,  we  strongly  urge  you  to  consider  establishing  an  independent,  high-level 
task  force  to  look  into  the  question  of  cost  comparisons.  Cost  comparisons  are  an 
ideal  tool  for  management  decision-making.  However,  they  are  only  truly  effective 
if  the  costs  being  compared  reflect  common  factors. 

Unfortunately,  the  government  simply  does  not  account  for  its  spending  in  a  way 
that  bears  any  resemblance  to  the  comprehensive  manner  required  of  government 
service  contractors.  Government  accounting  methods  sorely  underestimate  some 
costs  and  almost  wholly  ignore  others.  This  imbalance  renders  current  cost  compari- 
son efforts  less  than  effective  or  accurate. 

It  is  sobering  to  note  however,  that  even  given  the  imbalance  that  now  exists,  gov- 
ernment and  industry  each  typically  win  about  50%  of  all  A-76  competitions.  And 
while  to  some  that  seems  reasonable  enough,  we  would  argue  that  the  interests  of 
the  taxpayer  rely  on  a  cost  comparison  process  that  is  fully  equal,  regardless  of  the 
outcomes  such  a  process  might  create. 

Finally,  we  urge  the  committee  to  reject  any  efforts  that  would  require  a  substan- 
tial expansion  of  the  A-76  policy  to  cover  new  functions  and  starts. 

As  it  currently  stands,  the  pre-contract,  cost-comparison  requirements  of  A-76 
apply  only  when  the  function  is  an  existing  fianction. 

As  I  explained,  one  primary  purpose  of  A-76  is  to  protect  the  rights  of  the  incum- 
bent workforce.  Where  a  new  start  is  concerned,  there  are  no  incumbent  workers 
who  will  be  impacted  by  a  decision  to  contract.  In  addition,  the  costs  involved  in 
implementing  such  a  policy  would  be  enormous  and  prohibitive. 
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Fxirthermore,  and  perhaps  more  importantly,  good  management  will  ensure  that 
the  costs  of  any  contract  are  minimized.  If  government  managers  come  to  believe 
that  any  existing  contract  is  not  meeting  expectations,  they  can  always  recompete 
the  contract  and/or  seek  to  bring  the  work  in-house  through  a  reverse  A-76  process. 

Mr.  Chairman,  I  will  conclude  by  reiterating  one  key  point:  Logic,  and  the  record, 
clearly  show  that  contracting-out  can  be  and  is  a  positive  force  in  government,  just 
as  it  is  in  the  business  world.  I  therefore  urge  the  committee  to  continue  to  carefully 
explore  all  aspects  of  the  issue  before  it  takes  action  in  any  one  direction. 

I  once  again  want  to  thank  you  for  the  opportunity  to  present  testimony  today 
and  I  look  forward  to  answering  any  questions  you  might  have  now  or  at  any  time 
in  the  future. 

Mr.  McCloskey.  I  guess  my  ears  perked  up  when  you  mentioned 
that  25  percent  figure,  that  contracting  out  saves  25  percent  per 
contract.  You  cite  the  GAO,  and  I  am  sure  you  have  that.  Are  you 
talking  about  a  particular  GAO  cite,  since,  as  you  know,  there  are 
various  cites  on  efficiency  and  the  cost  question? 

Mr.  Engebretson.  Yes.  In  fact,  Mr.  Chairman,  what  I  would  like 
to  do  is  I  have  brought  with  me  a  manual  that  we  put  together 
that  cites  several  GAO  reports.  Some  even  cited  35  percent  savings. 
But  we  had  an  outside  contractor  do  this  for  us  so  that  it  wouldn't 
be  considered  biased  by  CSA,  and  we  would  like  to  leave  this  with 
you  because  I  think  some  of  the  questions  that  were  brought  up 
and  even  statements  by  the  previous  two  panels,  panels  two  and 
three  we  take  some  difference  with,  of  course.  And  so 

And,  also,  if  you  will  recall,  about  a  1  year  ago  the  Wall  Street 
Journal  also  made  the  statement  that  25  percent  savings  was  the 
average  that  came  out  of  the  GAO  report. 

Mr.  McCloskey.  And  speaking  of  figures,  I  am  sure  you  were 
here  earlier,  but  the  Armed  Services  Committee  has  DOD  figures 
that  show  a  50  percent  cost  growth  in  repairs  after  being  con- 
tracted out,  and  the  prices  charged  by  original  equipment  manufac- 
turers for  similar  work  doubling  after  contracting  out. 

And  I  think  you  also  heard  some  of  the  concerns  from  Federal 
employees  who  lost  out  to  the  private  contractor.  And  I  guess  it  ap- 
pears to  be  that  the  trend  is,  2  or  3  years  out,  prices  get  signifi- 
cantly hiked  and,  obviously,  the  Federal  employees  with  personnel 
caps  are  not  in  a  position  to  rebid  to  get  that  business  back. 

We  are  short  for  time.  I  am  throwing  a  lot  of  basic  but  related 
points  at  you  here.  I  am  sure  you  could,  at  least  with  some  re- 
search, tell  me  if  these  potentially  and  actually  disastrous  problems 
in  air  safety  occurred  with  contracted  out  personnel  not  doing  their 
job  right. 

So  I  am  sure  there  are  horror  stories  on  both  sides.  But  I  think 
we  have  heard  some  good  testimony  here  today. 

Mr.  Engebretson.  You  shot  me  with  about  five  questions,  but, 
in  general,  we  can  supply  answers  to  all  of  that. 

There  are  two  things  that  I  would  just  like  to  comment  on  before 
I  close. 

One  is  that  they  keep  talking  about  the  $105  billion  in  service 
contracts.  And  what  I  have  not  heard  and  I  want  to  remind  every- 
body on  this  committee  is  that  when  we  talk  about  service  con- 
tracts, as  defined  in  the  Federal  Government,  that  includes  con- 
struction contracts,  research  and  development  contracts  and  con- 
sultant contracts,  and  then  what  we  represent,  and  that  is  more  of 
the  operation  and  maintenance  type  contractor. 
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When  you  talk  about  the  impact  on  employees,  our  employees  are 
under  the  service  contract  act.  Our  companies  do  not  have  a  lot  of 
flexibility  as  I  was  hearing  by  at  least  panel  two  and  some  by  panel 
three.  We  are  very  labor-intensive.  The  margins  are  very  low,  and 
the  competition  is  very  tough  and  very  stiff. 

And  so,  therefore,  as  they  talk  about — and  I  have  heard  people 
making  comments  that  there  are  big  profits.  Our  companies  are  op- 
erating I  know  from  anywhere  from  a  half  a  percent  in  some  cases 
to  maybe  a  maximum  of  3  percent.  If  they  are  getting  any  more 
than  that,  they  are  not  going  to  get  the  project. 

So  what  I  am  trying  to  say  here,  Mr.  Chairman,  is  there  are  lots 
of  things.  That  we  can,  of  course,  give  answers  to — that  you  had 
other  statements  made  during  the  course  of  our  hearing  today,  and 
we  will  be  very  willing  to  do  that.  And  my  staff  I  know  is  taking 
down  your  requests,  and  we  will  supply  that  to  you.  If  I  may  before 
I  leave  give  this  to  your  staff  person,  because  some  of  it  is  in  here. 
We  will  be  very  happy  to  work  with  you  and  follow  through  on 
other  things. 

Mr.  McCloskey.  Well,  obviously,  in  the  quest  for  better  informa- 
tion and  improved  policy  I  guess  one  heartening  thing  is  that  you 
appear  to  agree  with  the  Federal  sector  employee  leadership  that 
a  top-level  commission  review  of  this  process  will  be  forthcoming, 
perhaps  next  year. 

Mr.  Engebretson.  Yes. 

And,  second,  I  do  want  to  say  that  if  we  look  at  the  new  effort 
by  OFPPP  on  performance-based  contracting,  that  is  another  step 
toward  improving  the  process,  and  we  have  signed  on  to  this  as  an 
association  to  work  with  the  27  agencies  that  have  signed  on. 

Of  course,  this  is  getting  detailed,  meaning  that  we  are  going  to 
be  looking  at  solicitation  processes  and  all  kinds  of  things  to  try  to 
streamline  it  and  make  it  work  better.  Then,  of  course,  not  telling 
you  anything  new,  acquisition  reform.  Naturally  we  were  a  part  of 
that  whole  process  this  year,  and  I  understand  we  are  going  to  be 
a  part  of  the  signing  process  when  it  happens  in  the  next  few  days. 
That  is  also  streamlining  the  process. 

So  I  think  what  we  need  to  do  is  look  at  it  over  all  and  say  here 
are  things  that  need  to  be  changed  and  then  let's  work  on  it  to- 
gether. Because  the  ultimate  end  is  the  taxpayer.  I  am  a  taxpayer, 
you  are  a  taxpayer,  and  that  is  the  way  we  have  to  look  at  it. 

Mr.  McCloskey.  Even  though  the  Federal  employee  union  lead- 
ership agrees  with  that. 

Mr.  Engebretson.  Yes,  yes. 

Mr.  McCloskey.  I  thank  you  very  much,  Mr.  Engebretson,  and 
I  would  appreciate  it  if  you  really  could  give  me  some  detailed,  fac- 
tual comments,  particularly  say  as  to  those  DOD  sites  that  we  have 
used  a  couple  of  times  as  far  as  some  of  the  long-range  problems 
in  this  area.  I  thank  you  very  much. 

Where  are  you  from,  Mr.  Chairman? 

Mr.  Engebretson.  From  Iowa,  the  northeast  corner  of  Iowa.  Sort 
of  a  midwestemer  like  you  are,  sir. 

Mr.  McCloskey.  I  hope  you  are  enjoying  your  visit.  Thank  you 
very  much. 
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Before  we  close,  I  ask  unanimous  consent  that  members  be  able 
to  revise  and  extend  remarks,  and  also  Mr.  Burton  has  a  statement 
which  is  accepted  for  the  record. 

[The  prepared  statement  of  Hon.  Dan  Burton  follows:] 

Prepared  Statement  of  Hon.  Dan  Burton,  a  Representative  in  Congress 
From  the  State  of  Indiana 

Today  the  Civil  Service  Subcommittee  will  examine  the  federal  government's  con- 
tracting out  procedures.  This  is  an  important  issue.  It  is  an  issue  that  we  need  to 
look  at  before  this  Congress  adjourns. 

During  the  101st  Congress  the  Human  Resources  Subcommittee,  on  which  I  also 
served  as  Ranking  Minority  Member,  reported  legislation  dealing  with  contracting 
out.  The  Human  Resources  Subcommittee  also  held  several  hearings  on  this  subject. 
At  that  time,  I  said  that  I  supported  giving  federal  agencies  the  option  to  contract 
out  when  this  could  save  a  significant  amount  of  money  without  reducing  the  qual- 
ity of  their  services.  When  a  federal  agency  considers  contracting  out  a  particular 
function,  the  result  often  is  that  the  agency  cuts  costs,  streamlines  its  operations, 
and  in  doing  so  it  underbids  the  contractor  and  keeps  its  work  in-house.  That's  fine 
with  me  too.  Congress  has  a  responsibility  to  ensure  that  federal  agencies  provide 
the  highest  quality  services  at  the  lowest  possible  cost  to  the  taxpayers.  We  need 
to  provide  federal  agencies  the  flexibility  they  need  to  do  this. 

I  expect  that  our  witnesses  today  have  changes  they  would  like  to  see  made  to 
OMB's  contracting  out  procedures,  as  set  forth  in  0MB  Circular  A-76.  I  look  for- 
ward to  working  with  all  the  interested  parties  to  help  0MB  improve  its  contracting 
out  procedures. 

Mr.  Chairman,  as  you  know,  this  is  the  Civil  Service  Subcommittee's  last  regu- 
larly scheduled  hearing  of  the  103rd  Congress.  Let  me  take  this  opportunity  to  say 
that  it  has  been  a  pleasure  working  with  you  and  your  staff  during  these  past  two 
years. 

The  hearing  is  adjourned.  Thank  you. 

Mr.  Engebretson.  Thank  you,  Mr.  Chairman. 

[Whereupon,  at  12:50  p.m.,  the  subcommittee  was  adjourned.] 

O 


